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494 

BOM o( wbleh wooM t» to bmM and eonBolt wltb the IMenl rum Credtt Bomxi 
me bettor eammimlcatloa to ftnd front that Bmrd utd tte dUtricta. 

W« bdlove that tlie rf(ht of dlrecton to meet tog^ber oo e lutttonal level U 
Implicit In the pMaent law utd In the proposed lesUlatton. At Ote present time 
thm la in eilMence a dlrecton policy coonlinatliic commttee with a pnrpooe 
Identical to tliat propoaed bj Hr. Fine, nia committee haa'lS membera, a m/n- 
■entatire selected bj eadi of the 12 dlatrict boards aitd one selected by the board 
of tbe Ontral Bank for CooperatlTea, lite committee orcanlMS and dects Its own 
olBeera, baa tbe full leqionslblUtT for developlni Ita omi agenda, and mesaflMi 
lla own rules and procedures. Under tbeae rules, it meets at teaat twice aimnallj 
witta tbe Federal Fann Credit Board. %>eclal meetings of tite committee are sdt- 
Jeet to tbe call of l(a chairman or at tbe written reqoeat at fonr districts. 

In bis oral teatlmoDy, Hr. Fine also CMomented tbat the National FednatloD of 
Federal Land Bank Associations, witlcfa supports Oie bill, has r^resentatlon 
fnaa OBI7 four or Hve districts and has no rtpreeentaUoo at all tioat ottter 



Tbe 2Stb annual meetlDC ot tbe Nadonal Federation of Federal Land Bank 
Aaaodatlons wae held in St Louis, Utsaonrl, January 28-29, 1S71. Be^esenta- 
tlTcs frton local associations in el^t ot the 12 Farm Credit districts wen In 
attendance. Tbla year tbe meetlnc concentrated largely 00 tbe proposals that are 
Incorporated In S. 1483. In addition to the annual meMing. there is a pablieation 
ot tbe ortanisatlan that coee to all Federal land bank assodatlona in tbe oonnt^. 
nis paper is a communication channel for airing current Issues aftectint the 
UBodations. 

Slncerelj, 

Lawrence L. Batlnkolf, Farm Credit Board of Bpringfleld; Paul Nay, 
Farm Credit Board of Baltiinore ; J. Edward King, Farm Credit 
Board of Colombia ; Laban P. Jackson, Farm Credit Board ol 
LodisriUe; Oeorge E. Hoffpanlr, Farm Credit Board ot New 
Orleans ; C. M. Fore, Farm Credit Board of St Louis ; C. Oialg 
Beane, Farm Credit Board of 3L Panl : Kenneth R. Lynk, Farm 
Credit Board of Omaha ; James R. Islelb, Farm Credit Board ol 
Wichita; Hark B. Uoorman, Fann Credit Board of Spt^ne. 
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A BILL TO FURTHER PROVIDE FOR THE FAHMEROWNKD 
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FARM CREDIT ACT OF 1971 



KONDAT, KAY IT, 1971 

n.S. Senate, 

SlTBCOMaCITTEE ON AqBIUUUX'UKAIi CrEDIT AND BdRAL 

EUBOTHUIOATION OF THE COHUTITEE ON 

AoRtCULTUltE AND FORESTRT, 

Washmffton, D.O. 

The CkHnmittee met, pursuant to call, at 10 :10 ajtL, in room ^4, Old 
Senate Office Building, the Honorable Geoi^ McGovem presiding, 

PresMit: Senators 'McGovem (presiding), Talmadge, Aiken and 
Dole. 

Also preaent : Senator Bellmon. 

ffTATEHEHT OP HON. OEOBOE XoOOTERH, A n.S. SEHATOK fBOK 
THE STATE OF SOUTH DAXOTA 

Sffliator MoGoTBRN. Thia morning the committee is ^ing to open 
hearings on one of ihe moat important pieces of legislation before the 
Congress this year, dealing with the question of agricultural credit. 

At the beginning of thia century, fanners made comparatively litde 
use of credit but I was amazed to aee figures demonstrating that at the 
beginning of 1970 the farmers of this country had agricuKural credit 
totaling over $58 billion, more than double the amount at the begin- 
ning of the decade of the 1960'a and the experts are predicting that 
that, amount will double again by the end of this decade. So I think it 
is appropriate that the subcommittee is beginning in these hearings 
today to take » critical look at our agjricultural credit structure, and 
to make certain suggestions for improving it. 

I have a longer statement that I would like to make a part of the 
hearing record together with a copy of the bill Mid some supporting 
documents pertaining to the l^islation. I also have a statement by 
Senator Hollings which I would like to make a part of the record. 
(The documents referred to follow : ) 

(Senator McGrovem's prepared statement is as follows:) 

This 8ubc(»miilttee 1b today beginning public hearings on one of the moat 
important pieces of farm legislation before the Congress this year. 

It will ttffe<4 erery term community. 

It wlU affect the soundness of ournatlon's economy. 

It will affect the llTelihood of the family farmer in every state. 

It will affect our efforts to establish a reasonable rural-urban balance in 
America. 

It will affect the fntnres of thousands of young Americans for whom farming 
could be a rewarding career. 

It will affect our battle against hunger and malnntrltlon here at home. 

And U will affect the price of food In every supermarket In the land. 
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Pood for Americans is more vital than guns for Vietnam. Success In agri- 
culture at home is far more important to our nation than killing people and 
poisoning crops in the homeland of o>thers. Tet, agriculture In America today 
has a lower priority than our maaslve expenditures for questionable ABM's, 
a lower priority than our forays Into space, a lower priority than our handouts 
to the aerospace industry, and a lower priority than our conatrnctlon of vast 
fleets of unnecessary bombers and ships. 

If tbe United States survives this critical period as a leader among nations. 
It will not be due to our weaponry but rather to the fact that we are still able 
to feed and clothe our people. Our successes in tbe field of agriculture have 
won U8 admiration throughout the world ; our military adventures have won 
U8 the animosity and distrust of millions of the world's peoples. 

There Is great danger In Ignoring agriculture, and most dangerous of all 
would be to Ignore the farmer's credit problems. Adequate credit Is his life 
blood. Already, huge non-farm corporations are moving Into farming, and If 
the family farmer cannot get the credit he needs, he will be crushed by tbe 
capital- rich corporate giants. 

The danger Is not to tbe farmer alone. It Is to every American citizen, for 
farm credit Is as urban as tbe prices we pay in the supermarket The best pro- 
tection we can have against soaring food prices Is an adequate flow of credit for 
the family farmer. For we have long known that farming In the hands of the 
famUy farmer Is our best guarantee that food prices will be reasonable. And we 
know that farming In the hands of a few giants conld produce the greatest leap 
in food prices we have ever seen. 

At the beginning of this Century, the fanners of America made little use of 
credit. It was cash or barter; farm credit was extremely hard to obtain. But 
today, as the result of vast changes in agriculture, credit Is an essential tool for 
tbe mcoessfol farmer. This 1b true In South Dakota where our farmers bad ap- 
proximately one billion dollars In credit at the beginning of 1970; and it is true 
in every state In tbe union. On January 1, 1970. American farmers had agricul- 
tural credit totaling over 58 billion dollars, more than double the amount Just 
ten years earlier. And experts, predicting that there will be no let up in the 
demand for farm credit, tell me they expect to see the demand more than double 
by the end of this decade. 

Therefore, It Is time for this subcommittee to launch a careful InTestigatlon 
to determine what improvements we can make In tbe American system of pro- 
viding agricultural credit 

One aet of Improvements is embodied lu the Farm Credit Act of 1971, S. 148S, 
wblcib is before us this week. 

Through my years in the House, the executive branch, and the Senate I have 
been eztr^nely Impressed by the Farm Credit System. I do not know of a single 
program which has done more for the farmers of this country at less cost to tbe 
taxpayer. And 1 know from my years with Food For Peace that this System Is 
a moHlel for developing countries throughout the world. The System has helped 
U.S. agriculture bring In a major percentage of all dollars earned by exports, 
and I can tell you that in terms <^ world peace our food shipments abroad have 
helped ua far more than our arms shipments. Food and fiber produced by Amer- 
ican farmers contribute far more to the peace and stabUity of the world than 
shells and bombs. 

I want to add thait the farmers In South Dakota and the Midwest are fiercely 
proud of tie Farm Credit System. Many aaw the System at work when agri- 
culture faced Its darkest years, and they know it is too strong to be broken by 
depreesioin and disaster. Over the years, they have worked in the System to pay 
back all the Federal seed money, and I know that over one million American 
farmers are proud of the fact that today tbey own the System. 

With the continued Imbalance la our national priorities, it should be of some 
comfort to the taxpayers that the Farm Credit System is now operating at 
vlriroaUy no cost to the United States government. And as I understand It, the 
bill before us today will require no expenditure of Federal funds. 

Tfads year, perhaps more l^an In any other, there Is greater Impetus here In 
Congress tor coming to grips with the prrtjlems of rural development- Congress 
la ready to get on with the Job of full scale rural development and I know my 
dlstlngnltiied colleague and Chairman, Senator Talmadge. is directing this com- 
mittee toward significant solutions In this field. I bave made numeroos proposals 
mys^ and I know all these will be conMdered as we iproceed wtth the lesoes ol 
rural devetopm^it. 
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W« canuat orerlook the fact Hmt one essential elment In fnU derelopaiMit 
for rural America Is a sound agricultural economy. This fact has been ignored 
by the goyemment's money managers who, siiioe 1966, have increasingly rele- 
gated agriculture to a secondsry posttlon. ITiey hare i<efu8ed to recognise that 
(or man; years ahead rural counties will depend on larm production— especial^ 
by family farmers — as their nomber one Industry. And the famUy Farmer Is the 
key pillar In this Industry. So, in that credit Is vital to the efficiency of the family 
farmer, it will be the job of this subcommittee to examine the flow at credit to 
tbe fanners, to deteimine what changes are required to meet future needs, to 
ensure that when It comes to agriculture, our nation is number one. 

I believe tlte Congress has « serious reepousttdllty In this area and I welcmne 
the om>ortunity, through this piece of legislation, to see what we can do to chart 
a path for the future. 

I will insert: In tbe record Oit this point the following explanatory material pre- 
pared by tite Farm Credit Adndnlstmtlon ; 

(1) Farm Credit Act of 1971, Key Proposals. 

(2) Stunmary of Principal Provisions of Proposed Farm Credit Act of 1971. 
(8) aedJon-by-Sectiwi Analysis of the Farm Credit Act of IftTl. 
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S. 1483 



IN THE SENATE OF THE UNITED STATES 

April 5,1971 

Mr. Talhadob introduced the foI1o«ing bill ; which was read twice and referred 

to the Oomiuittee lat Agriculture and Forestry 



A BILL 

To further provide for the farmer-owned cooperative 3yst«m of 
making credit available to farmers and rancliers and their 
cooperatives, for rural residenoee, and to assodatious and 
other entities upon which farming operations axe dependent, 
to provide for an adequate and flexible flow of money info 
rural areas, and to modemize and cwtsolidate existing farm 
credit law to meet current and future rural credit needs, 
and for other purposes. 

1 Be it enacted by the Senate arid House of Repreaenta- 

2 txoea of ike United States of America in Congress assembled, 

3 That this Act may be cited as the "Farm Credit Act of 

4 1971". 
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2 

1 POUOT AND OBJECTIVES 

2 Sec. 1.1. (a) It u declared to be the policy of the 

3 Congress, recognizing that a prosperous, productive agriciil- 

4 tore is essential to a free nation and recognizing the growing 

5 need ttxr credit in rural areas, that the farmer-owned ooopera- 

6 live Fann Credit Bystem- be designed to accompli^ the 

7 objecdve of improving the inoome and well-being of Amcri- 

8 can fanners and randiers by furnishing sound, adequate, 

9 and oonstnictive Credit and dosely related services to them, 

10 their cooperatives, and to selected farm-related businesses 

11 necessary for effident farm operations. 

12 (b) It is the objective of this Act to continue to en- 

13 courage farmer- and rancher-borrowers participatioo in the 

14 management, control, and ownership <A a permanent system 

15 of credit for agriculture and to modernize an!d improve the 

16 authorizations and means for funufdting mek credit and 

17 credit for houdng in rural areas made available throu^ the 

18 inatitutiona constituting the Farm Credit System as herrfn 

19 provided. 

20 Sbo. 1.2. The Fabm Cebdit System.— The Farm 

21 Credit System shall include the Federal land banks, the 

22 Federal luid hank associations, the Federal intermediate 

23 credit banks, the production credit assodations, the banks 
2^ for^twoperatives, and such other mstitutions as may be made 

25 a part of the Syst^n, all of which shall be chartered by and 

26 subject to the suparisioa of the Farm Credit Adimnistralion. 
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1 TITLE I-FEDBR4L LAND BANKS ANH 

2 ASSOCIATIONS 

3 Pabt a — Fbdeeai Land Banes 

* Sec. 1.3. Ebtabushmbht; Title; Beancheb.— llie 

^ Federal land banks established pursuant to section 4 of the 
6 Federal Farm Loan Act, as amended, shall continue as 
"^ federally chartered instrumentaJities of the United States. 
8 Their charters or organization certificates may be modified 
^ from time to time by the Farm Credit Administration, not 
^^ inccmsistent ■with the provisions of this title, as nmy be 
^1 necessary or expedient to implement this Act. Unless an 
12 existing Federal land bank is merged with one or more o&er 
1^ sadk banks under section 4.10 of this Act, theore shall be 
1* a Federal land bank iu eaeh farm credit ^strict. It may 
IS include in ks title the name fA the <nty in which it is located 
1^ or other geographical designation. When authorized by the 
^"^ Farm Credit Administration, it may establish such brandies 
^^ or other offices as may be appropriate for the ^active 
1^ operation of its hufflnees. 

^^ ^c. 1.4, C<»POEATB Bxis-raiNCE; Genbral Cor- 
^^ FOBATE FowiSBS. — Eodi Federal land bank shall be a body 
corporate and, subject to supervision by the Farm Credit 
Administration, shall have poww to — 
( 1 ) Adopt and use a corporate seal. 
^ (2) Have suooesrion until dissolved under the pro 

vnong of Hiis Act or otlier Act oi Ccmgress. 
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1 (3) Make contracts. 

2 (4) Sue and be saed. 

3 (5) Acquire, hold, dispose, and otherwise exercise all 

4 the nsual indd^its of ownerslup of real and personal property 

5 necessary or convenient to its bosiness. 

6 (6) Make loans and coaunitmentB for credits, accept ad- 

7 vance payments, and provide services and other assistance as 

8 aothorized in this Act, and charge fees therefor. 

9 (7) Operate under the direction of its hoard of directors. 

10 (8) Elect by its board of directors a president, any vice 

11 preadent, a secretary, a treasurer, and provide for such other 

12 ofiSoers, employeeB, and agents as may be neoe&sary, indud- 

13 ing joint eniployees as provided in tliis Act, define their 

14 dntiea, and require surety bonds or make other provision 

15 against losses ocoaffloned by em^oyees. 

16 (9) Prescribe by its board of direwbors ks bylaws not 

17 inconsistent with law providing for the classes of its stock and 
16 the manner in whidi its stock shall be issued, transferred, 

19 and retired; its officers, employees, and agents are elected 

20 or provided for; it« property acquired, held, and transferred; 

21 its loans and appraisals made ; its general business conducted; 

22 and the privil^aB granted it by law exercised and enjoyed. 

23 (10) Borrow money and issue notes, bonds, debentures, 

24 or other obligations mdividnally, or in concert with odc or 

25 more other banks of the System, of such character, terms, 

26 oonditions, and rates of interest as may be determined. 
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1 (11) Accept deposits of securities or of current funds 

2 from its Federal land bank associations and pay interest on 

3 such fund^. 

4 (12) Participate with one or more other Federal land 

5 linnks in loans under this title on such terms as may be 

6 agreed upon among suoh banks. 

7 (13) Approve the salary scale of the officers and em- 

8 ployees of ^e Federal land bank associations and the ap- 

9 pointment and compensation of the chief executive oflicer 

10 thereof and supervise the exercise by such associations of 

11 the functions vested in or dclegntod to them. 

12 (14) Deposit its securities and its current funds with any 
i:j member bonk of tlie Fwleral Reserve System and pay tees 

14 therefor and receive interest thereon as may be agreed. When 

15 designated tor that pui^pose by the Secretary of the Treasury, 

16 it shall be a depository of jniblic money, except receipts from 

17 customs, under such regulations as may be prescribed hy 

18 the Secretary; may be employed as a fiscal agent of the 

19 Govcrninent, nnd shall perform all such reasonable duties as 

20 a depository of pubhc money or financial agent of the Gov- 

21 ommcnt as may be required of it. No Government funds 

22 deposited under the provisions of this subsection shall be 
^ invested in loans or bonds or other obligataons of the bank. 

24 (15) Buy and sell obligations of or insured by the 

25 tlnitod States or of any ogency thereof, or securities backed 
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1 by the fitll faitb and credit vf nny such agency, and make 

2 su^ other investment's as mny be anthorizcd hy the Fann 

3 Credit Administration. 

4 (16) Conduct !Audies and ma&e and adopt standards 

5 for leiiduig. 

6 (17) Delegate to Federal land bank associations sacb 
^ functions vested in or delegated to tlie bank as it may 

8 determine. 

9 {18) Ameoid and modify loan contracts, documents, 

10 and payment schedules, and release, subordiimte, or sub- 

11 stitute security for any of them. 

12 (19) Perfonn any functioo delegated to it by the Farm 

13 Credit Administration. 

^* (20) Require Federal land bank associations to en- 

1^ dorse notes and othiT obligations of its members to the bank. 

16 (21) Exercise by ilfi board of directors or authorized 

1'' officer, employees, or agents all such incidental powers as 

1^ may be necessary or exiiedient to carry on the business of 

1^ the bank. 

^ Sec. 1.5. Land Bank Stock; Value; Shakes; Vot- 

^^ INO; DrvroEND.— (a) The capital stock of each Federal 

land bank shftll be divided into shares of par value of $5 

each, and may be of such classes as its board of directors 

■" nrny determine with the approval of the Farm Credit 

Adininistration. 
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1 (b) Voting stock of ea^Ii bank shall be held only by 

2 the Fed«ral land bank aeaodaiioaa and direct borrowers 

3 through agents, which stock shaU not be transferred, 

4 pledged, or hypothecated except as authorized pursuant to 

5 this Act. 

6 (c) The board of each bank shall from time to time 

7 increase ite capital stock bo peomit the >8suanc« of additional 

8 shares to the Federal land bfuik associations so that mena- 

9 bers of sii(4i associations pnrehafflng stock or participatioD 

10 certificates therein may be eligible for kwins from the bank. 

11 (d) Nonvoting stock may be issued to the Governor 

12 of the Farm Credit Administration, and may also be issued 

13 to Federal land bank assodations in amounts which will 

14 permit the bank to extend financial assistance to eli^ble 

15 persons otiier than farmer? or Panchera. Partidpation certifl- 

16 cates with a face value of $5 each may be issued in lieu of 

17 nonvoting stock when the bylaws of the bank so provide. 

18 (e) Dividends shall not be payable on any stock held 

19 by the Governor of the Farm Credit Admimstration, Non- 
20 cumulative dividends may be payable on other stock and 

21 participation certificates of the bank. The rate of dividends 

22 may be different between different classes and issues of 

23 stock and particapation certificates on the basis of the com- 

24 parjvtivc contributions of the holders thereof to the capital 
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1 or eamii^ <tf tlie bank by such classes and issues, but 

2 otherwise di^dends diall be without preferouie. 

3 9bc. 1.6. Real Estate Mobtoaoe Loans.— The Fed- 

4 era) laud banks are authorized to make long-lenn real estate 

5 mortgage loons in niral areas, as defined by the !Fann Credit 

6 Administration, and continuing commitinents to make such 

7 loans under specified circumstances, or estend other finan- 

8 caal assistaooe of a similar nature to eligible borroweirs, t<a 

9 a term of not less than five nor more than forty years. 

10 Seo. 1.7. Inteei^t Rates and Other Chaeobs. — 

11 Loons made by a FedenU land liank shall bca>r interest at a 

12 rate or rates, and on such terms and conditions, as may be 

13 detennined by the board of directors of the bank from time 

14 to time, with the approval of the farm Credit Administra- 

15 ti(«. In setting rates and charges, it shall be the objective 

16 to provide the types of credit needed by eligible borrowers 

17 at the lowest reasonable costs on a 9ound business basis tak- 

18 ing into account the cost (A money to the bank, necessary 

19 reserves and expenses of the banks and Tcderal land bank 

20 associations, and provicKng services to stockholders and mera- 

21 bers. The loan documents may provide for the interest rate 

22 or rates to vary from time to time during the refpayment 

23 period of the loen, in accordance with tiie rate or rates cur- 
2* rently being charged by the bank. 

25 Sec. 1.8. Eligtbility.— The services authorized in this 
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1 title maj be made available to persons who are or beoome 

2 stockholders w members in the Federal land bank associa- 

3 tions including (1) farmers and ranchers, (2) persons fiir- 

4 nishii^ to farmers and ranchers farm-related services neces- 

5 saiy to their agricultural production, including basic process- 

6 ing and marketing, and (3) owners of rural homes, 

7 Sec. 1.9. Seoubitt.— Loans by the Federal land banks 

8 shall be secured primarily by interest in rural real estate, the 

9 value of which shall be determined by appraisal under ap- 

10 prMsal staiidards prescribed or approved by the Farm Credit 

11 Administration, to adequately secure the loan. However, ad- 

12 ditioual eecurity may be required to supplement real estate 

13 security, and credit factors other than the ratio between the 

14 amomit of the loan and the sccuri^ value shall be given due 

15 considfiration. 

16 8bo. 1.10. Purposes.— Loans made by the Federal land 

17 banks to farmers and ranchers may be for any agricultural 

18 purpose and other credit needs of the applicant. Loans may 

19 also he made to rural residents for rural housing financing 

20 under regulations of the Farm Credit Administration. Loans 

21 to persons Aimi^iing farm-redated services to farmers and 

22 ranchers may be made for the necessary capital structures 

23 and equipment and initial working capital for such services. 
21 The banks may own and lease, or lease with option to pur- 
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1 chase, to persons eligible f<ir iissiiitiiiice under this title, faciU- 

2 tics needed in the uperutions of such persons. 

3 Sec. l.U. 8BKVICE8 Belated to Bobbowebs' Opeka- 

4 TIONS. — The Federal land banks inay provide technical 

5 asastauce to borrowers, members, and applicants and may 

6 make available to them such finandal related services appro- 

7 priate to their operations .^s determined to be feasible, under 

8 reg^ations of the Farm Credit Admimstration. 

9 Sec. 1.12. Loans Tiiboucii Associations ob 

10 Agents. — (a) The Federal land Ixinks shall, except aa 

11 otherwise herein providi'd, make Imtns tJirough a Federal 

12 land hank association serving tlie territory in whidi the 
1'^ real estate offered by the appliramt is located. If ithere is no 
" active association chartered for the territory where the real 
^^ estate is located, or if the association has been declared in- 
^'^ solveiut, the bank may make the loan through another eiidi 
1' association, directly, or through such bank or trust company 
1^ or savings or other financial institution as it may designate. 
1® When the loan is not made tlirough a Fedend land bank 
20 assodation, the applkant shall purchase stock in the bank 

in an amount not less than $5 nor niore than $10 for each 
$100 of the loan and the loan shall be made on suoh temffi 

^^ and conditions as the baak shall prescribe. 

2* Pakt B— Federal Land Bank Associations 

2^ Sec. 1.13. Oeganizations; Abticles; Chaetbbs; 
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1 P0WEE8 OF THE GovEENOB.— Each Federal land bank ae- 

2 sociatioii chartered under section 7 (A the Federal Farm Loan 

3 Act, as amended, shall continae as a federally chartered in- 

4 strumentality of the United States. A Federal land bank asso- 

5 dation may be organized by any group of ten or more persons 

6 desiring to borrow money from a Federal land bank, indud- 
^ ing persons to whom the Federal land bank hais made a loan 

8 directly or llirough an agent and has taken as security real 

9 estate located in the territory proposed to be served by the 
10 association, He articles of association shall describe the ter- 
11" TVtxfry wil3iin which the assodation proposes to carry on its 

12 operations. Proposed articles shall be forwarded to the Fed- 

13 eral land bank for the district, accompanied by an agreement 
1^ to subscribe on behalf of the association for stock of <Ae land 
1^ bank equal to not less than $5 nor more than $10 per $100 
1^ of the amount of the aggregate loans desired or held by the 
1" association members. Such stock may be paid for by sur- 

" rendering for cancellation stock in the bank held by a bor- 
rower and the issuance of an eqitivnlent amount of stock to 
^ such borrower in the association. The articles shall he accom- 
panied by a statement signed by each of the members of the 
proposed assodadon establishing his eligibility for, and that 
he has or desires a Federal land bank loan; that the real 
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2 he is or will become a stockholder In the 'piaposoA associa- 

2 tioD, A oop7 of the articles of associatioii shall be forwarded 

3 to the Qovemor of &o Farm Credit Administmtion with the 

4 recommendatioDs of liie bank coDoeniing the need for the pro- 

5 posed association in order to adequately serve the credit 

6 needs of eh^ble peiwng in the proposed territory and a state- 

7 ment as to whether or not the territory includes any territory 

8 destaibed in the charter of another Federal land bank aseoaa- 

9 tion. The Governor for good cause shown may deny the 
10 cliarter applied for. Upon the a^^roval of the proposed ar- 
il tides by the Governor and the issuance of such charter, the 

12 asgocaadon shall become as of such date a federally cjiaxtered 

13 body otaporate and an instrumentality of the United States. 

14 The Governor AaJl have power, in the terms of the charter, 

15 onder ndee and reguladons prescribed by him or by approv- 

16 ing bykws of the assodation, to provide for the orgtmization, 

17 management, and conduct of the business of the association, 

18 the initial amount <rf stodc of sudi association, the territory 

19 widiin which its operations may be carried on and to direct at 

20 any time changes in the charter of sndi assodation as he 

21 finds necessary m acKompIidiing the purposes of tliis Act. 
^ Sbo. 1.14. BoABD OF DmEoross.— Eadi Federal had 
^ bimk fiAsodation shall elect horn its vodng ^larehodders a 

24 board of directors of such number, for such tenns, in sndi 

25 mann^, and with such qualifications as may be required by 

26 iiB bylaws. 
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1 SbO. 1.15. GBNBffiAL COBPOEATE PoWEBS.— Eaoh Fed- 

2 eraj land bank association, subject to superviston of the 

3 Federal land bank for the district and of the Farm Credit 

4 Administration, shall have the power to — 

5 (1) Adopt and use a ooTpomte seal. 

6 (2) Have successnon until dissolved under the pro- 

7 -nsiiMis of this Ad; or other Act of Congress. 

8 {3} Make ctrntracts. 

9 (4) Sue and be sued. 

10 (5) Acquire, hold, dispose, and otherwise exercise 

11 all of the usual incidents <^ ownership of real estate and 

12 personal property necessary or convenient to its business. 

13 (6) Operate under the direction of its board of directors 

14 jQ ficoordance wiUi this Act. 

15 (7) Elect by its board <rf directOTs a manager or oth«' 

16 diief execolaTe offioer, and provide for such other offioera 
1^ or employees as may be neoeasary, including joint employees 
1^ as provided in this Act; define their duties; and require 
13 surety bonds or make other provi^on against losses occe^ 

20 aooed by employees. No director sbaill, within one year 

21 after the date whui he ceases to be a oLember of the board, 

22 be elected or deagnated a salaried employee of the associa- 

23 (joQ on the board of which he fibred. 

24 (8) Prescribe by its board of directors its bylaws, not 
^ incoQtistent with hiw, providing for the dasses <A its stock 
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1 and the manner in whidL ite stock shall be issued, trans- 

2 ferred, and retired; its officen and employees elected or 

3 provided for; ita property acquired, held, and tranBferred; 

4 its ^neral business oonduoted; and pnvileges granted it by 

5 kw exenxsed and enjoyed. 

6 (9) Accept applications for Federal land bank loans 
'J and receive (lom auji bank and disburse to die borrowers 

8 the proceeds of such loaie. 

9 (10) Subscribe to stock of the Federal land bank of 

10 the district. 

11 (11) Elect by its board of direetore a loan committee 
1^ with power to elect applicants for membership in the assoN- 
13 adon and recommend loans to the Fedend land bai^, or 
^* witii the approval of the Federal land bank, delegate the 
1^ election of apphcants for mentbersbi-p and the approval of 
1^ loans within specified limite to otiier conunitteee or to authoi^ 
1" ized canployeea of the aasocla^n. 

^^ (12) Upon agreement with t^e bank, take gacb addt- 

1^ tJonal aotions with respect to apptioadons and loaiH and 

20 perform such functitHis as are vested by law in or delegated 

^^ to the Federal land banks as may be agreed to or delegated 

^ to the aeeomtion. 

^ (13) Endorse and heccnne liable to the bank on loans it 

^ makes to association membOTS. 

^ (14) Receive such compensation and deduct such sums 
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1 from loan proceeds with respect to each loan as may be 

2 a^^eed between the association and the hank and may make 

3 such other chta^ for services as may be approved by the 
* btok. 

5 (15) Provide techmoal assistance to members, borrow- 

6 ers, applicants, and other eBgible persons and make avful- 
'^ able to them such financial related services appropriate to 

8 their operations as it detenmnes, with Federal land bank 

9 approval, axe feasible, under regulations of the Farm Credit 

10 Administration. 

11 (16) Borrow money from the bank and, with the 
1^ approval of such bank, borrow from and issue its notes or 
13 (rijier oblig^ons to any oommerdal bank or other finanraal 

institutions. 
^^ (17) Buy and sell obligations of or insured by the 

United States or any agency thereof or of any banks of the 
^"^ Faim Credit System. 

(18) Invest its funds in such obligations as may be 

1^ »ith<Hized in regnktionB of the Farm Credit Administration 

^ and approvod by the bank and deposit its securities and 

^ oorrent funds with any member bank of the Federal Reserve 

System, with the Federal land bank, or wi& any bank 

insured by the Federal Bepofflt Insurance CorporsSon, and 

pay fees therefor and receive interest thereon as may be 

agreed. 



25 
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1 (19) FeTfoim sudi other fuuotioD delegated it by the 

2 Federal land bank of the distiiot. 

3 (20) Exercise by its board of directors or authorized 

4 officers or agents all sudi incidental powers ae may be nec- 

5 eBsary or expedient in the ccmdact of its businees. 

6 Sbo. 1.16. Association Stock; Value of Shakes ; 

7 Voting. — (a) The shares of stock in each Federal hind bank 

8 association shall have a par value of $5 each. No person but 

9 borrowers ^m the bank shall become members and stock- 

10 holders of the assodation. If an application for membership 

11 is approved and if the applied-for loan is granted, the member 
^^ of the asBociation shall eubsmbe to stock in the association 

13 in an amount not less thou 5 per centum nor more than 10 

14 per centum of the fo«e amount of the loan as determined by 

15 the bank. Stock shall be paid for in cash by the time the loan 

16 is closed. Stock shall be retired and paid at fair book value 

17 not to exceed par, as determmed by the aasodation, upon the 

18 full repayment of the loan and if the loon is in default may be 

19 canceled ior application on the loan, or under other circum- 

20 stances, for other disposition, when approved by the bank. 

21 The aggregate capital stock of ea^ asBociation ^all be 
^ increased from time to lime as necessary to permit the secnr- 
^ ing of requested loans from tite bank for tlie association's 

24 members. 

25 (b) The stock issued by an associ^ion may be voting 
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1 stock or Qonvotiug sto<^ of such claases as the asaociotioii 

2 detennines with the approval of the bank under r^ulatims 

3 prescribed by the Farai Credit Administration. Each hoUer 

4 of voting stock shall be entitied to only one vote, and no 

5 more, in tJie olection of directoi^ and in deciding questions st 

6 meetings of stockholders. I^Jticipation certificates may be 

7 isBUed in lieu of nonvoting stock when the b^ws of the 

8 assodation so provide. 

9 PaBT C— PBOVI8ION8 APPLICABLE TO FbDBEAL LahD 

10 Banks and Fedeeal Land Bank Associations 

11 Sec. 1.17. Land Bank Rbsbeves; Ditidbnds.— (a) 

12 Eadi Federal land bank shall, at the end of each fiscal 

13 year, carry to reserve account a ama of not koB (han 50 

14 per centum of its net earnings for the year ontil said reserve 

15 account shall be equal at th« end of sach year, after restor- 

16 ing any impairment tlterectf, to the outstanding capital stock 

17 and partatnpation certificates of the bank. I^tereafter, a sum 

18 equal to 10 per eentmn of the year's net earnings ^lall be 

19 added to the reserve account until the account shall be equfd 

20 to 150 per oentum (rf the outstanding capital stock and par^ 

21 ficipation certificates of the bank. Any amounts added to 

22 the reserve account in escess <rf 150 per centum of the out- 
^ standing capital stock and participation certificates may be 

24 withdrawn fr<«n such reserves with the approval of the Farm 

25 Credit Administration. 
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1 (b) Any bfink may declare a dividend or dividends 

2 out of the wliulc or uiiy part i^ uet earnings wliii^ reniaJu 

3 after (1) the mainteuanoe of the reserve as required in 

4 subsection (a) hereof, (2) the paynient of the franchise tax 

5 as required by aection 4.0 for any year in whicb any stock 

6 in the bank is held by the Governor of the Farm Credit 

7 Administration, and (3) with approval of the Farm Oredlt 

8 Aikninistnidon. 

9 Sbo. 1.18. Association Rkeeves; Dividends.— 
1() (a) Each Federal land bank associat«>n shall, out of its net 

11 earnings at the end of each fiscal year, cany to reserve 

12 account a sum not less tiian 10 per centum of such eamii^ 

13 until the reserve account shaJl equal 25 per centum (rf the 

14 outstsnduig caipkal stock and participation oertificaites of 

15 such aaBodntioQ after restoring any impairment thereof. 

16 Thereafter, 5 per oentum of the net earnings for the year 

17 shaU be added to such reserve account until it shall equiil 50 

18 per oeDtum of the outstanding capkal stock and participntion 

19 oertifioates <A the aesocia^n. Any amounts in the reserve 

20 aooouDt in excess of 50 per centum of the outstanding capital 

21 atock end papti<upation certificates may be withdrawn with 

22 tiie approval of the Federal land bank. 

23 (b) Any osso^ation may declare a dividend or ^n- 

24 dends out of the whole or any part of net earnings which 

25 remain after (1) maintenance of the reserve required in 

26 subsection (a) hereof and (2) bank approval. 
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1 (c) Whenever any nssoeiniion is liquidated, a stun equal 

2 t« its rcsei\'c iu;iiiiuiit iis re<]uiiW in tliis Act shell be paid 

3 and become the i>r<>perty of the bank m which such associ- 

4 ation is a shareholder. 

5 Sec. 1.19. Agreements fob Sharing Gains oe 

6 Losses. — Each Fedeial land bank may enter into agree- 

7 incints v/kh Federal land bank associations in ite district for 

8 dumng the gain or Iwses on loans or on security held there- 

9 for or acquired in liquidation thereof, and asaociaitions are 

10 authorized to enter into amy such agreements and flla>, sub- 

11 ject to bank approval, agieements with other flssocieidons in 

12 the district for sharing the ri»k of loss on loans endorsed 

13 by each such association. 

1* Sec. 1.20. Liens on Stock.— Ea«h Peddal land bank 

1^ and each Federal land bank association shall have a first 
1^ lien on the stock and participation certificafes it issues, ex- 
1" cept on stock held by the Governor of the Farm Credit 
^" Administration, for the payment of any liability of the stock- 
lioHer to the association or to the bank, or to both <rf th^n. 
Sec. 1.21. Taxation. — Every Federal land bank and 
ev«-y Federal land bank association and the capital, re- 
serves, and sui'plns thereof, and the income derived there- 
from shall l)e pxpmpt from Federal, State, municipal, and 
local taxation, except taxes on real estate held by a Federal 
laud bank or n Federal land bank association to the same 
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1 extent, aooordliig to its value, as otter similar proper^ 

2 hekl by other peiwms is taxed. The mortgagee held by &e 

3 Federal land bank^ and the notes, bonds, debenturee, and 
i other obHgatioDS issued by the banks or associati<»a sliall 
5 be deemed and held to be instrumeataMlies of the Govem- 
3 ment of tba United States and, as such, they and the in- 
"^ come tiierefnHn £^1 be exempt from all Federal, State, 
^ munidpal, and local taxatitm, ot^er tliaD Federal income 
^ tax. fiabjlity iA the bolder thereof under the Public Debt Act 

10 of 1941 (31 U.S.O. 742(a)). 

11 TITLE n— FEDERAL INTEBHEDIATE CREDIT 

12 BANES AND PBODUOTION CREDIT ASSOCI- 

13 ATIONS 

1^ Pabt A— Fsdebal Inthbicediath OsBDrt Banks 

^^ Sbo. 2.0. EsXABLifiHMBNT; BKANdHBS.— The Federal 

intermediate (a^dit banks eetablided parBuant to aection 

''^ 201 (a) vl the Federal Farm Loan Act, as ameided, shall 
oontinne as federally diartOTed inBtramentalities of tiM United 
States. Their c^iarters or oi;ganizaition oertificatee may be 

^ modified from tane to time by the Farm Credit Administrar 
tioa not inconsistent witii tlie {Hwimons of this title as may 
be neoesBairy or expedient to implemeot this Act. Unless 
an existing; Federal intannediate credit bank is merged 
with cme or loore otJier such banks under eeCticu 4.10 
of this Act, there shall be a Federal intermediate credit bank 
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1 in ee^ fanu credit district. It may inclnde in its title the 

2 uame of the aty in which it ia located or otber geoji;mi^caI 

3 designation. 'When ant^rized by th« Fann Credit Admin- 
i istration, it may establish bucIl branclieB or other offices 
5 as may be appropriate for the efiective operation of its 



7 8eo. 2.1. OOBPORATB ExiSTBNOB; GeNEEAL OOB- 

8 PORATB PowBEa. — £]a»h Federal intermediate credit bank 

9 shall be a body oorpomte and, subject to supervision of the 

10 Farm Credit Administration, shall have power to — 

11 (1) Adopt and use a corporate seal. 

12 ( 2 ) Have succession until dissolved under tiie provisions 

13 of this Act or other Act of Oongresa. 

14 (3) Make ooutracta. 

15 (4) Sue and be soed. 

16 (5) Acquire, hold, dispose, and otherwise exenase all 
1'^ of the incidents of ownership of real and personal property 
18 necessary or convenient to Its bnoness. 

1^ (6) Make and discount loans and ocHumitments for 

20 credit, and provide services and other ae^atnnce as anthor- 

21 ized in this Ac*, and charge fees therefor. 

22 (7) Operate under the direction of its board of directors. 
2^ (8) Elect by its board of directors a president, any vice 
■^ president, a secretary, and a treasurer, and provide for mch 

other officers, employees, and agents as may be necessary. 
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1 including joint employcee as provided in this Act; define 

2 tbek dutiee auA require santy beads or make other provi!iiiHi 

3 Sigaaist kiss^ occasioned by employees. 

4 (9) Prewwibe by ita board of (Urectore its bylaws not 

5 inctHiostent witb law providing for the classes of its stock 

6 and the manner in which its stock shall be issaed, b^aos- 
T ferred, and retired; Hs officers, employees, and agents elected 
8 or provided for; its property acquired, held, and transferred; 
8 its loans and discounts made ; its general buaness conducted ; 

10 and the privileges granted by law exerdsed and enjoyed. 

11 (iO) Borrow money and issue notes, bonds, debentures, 

12 or other obligations individually, or in concert with one (h* 

13 more other banks of the System, of sudi diaraoter, and sudi 
^^ terms, conditions, and rates <A interest as may be detennined. 
15 (11) Purchase nonvoting stock in or paid-in surplus to, 
1^ and acuopt deposits of securities or of current funds from 
^"^ production credit asttociations holding its shares and pay 
^ inters upon nidi funds. 

^ (12) Deposit itfi securities and its current funds with 

20 g2iy nianber bank of die ^Federal Eeserve System, and pay 

"■ fees tiiwelor and receive interest thereon as may be agreed. 

** When designated for that purpose by the Secretary of the 

'® Treasury, it slwill be a deposatory of public money, except 
receipts from custniai, under f<uch regulations as may he 
prescribed by the Secretary; may be employed as a fiscal 
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1 agent of the Goveniment, and shall peifonn oU sQcb reason- 

2 able duties as ft depository of public money or financial agent 

3 of the Government as iiwy be required of it. No Govermnent 

4 funds deposited inideir tbe provisions of this subsection shall 

5 be invested in kwrns or bonds or otiier obligatioae of the 

6 bank. 

7 (13) Buy and sell obUgations of or inaured by liie 
a United States or of any agency thereof, or securities backed 
9 by the full faith and credit of any su<4i agency and mak« 

10 sudi other investments as may be aathorized by the S'arm 

11 Cre^t Administration. 

12 ( 14) Delegate to the production credit associations Bach 

13 functions vested in or del^ated to the intermediate credit 

14 bank as it may .determine. 

io (l!)) Approve the salary scale of the officers and em- 

lf> ployt-cs of the osjtK'ialions and the appmntment and com- 

17 pensation of the chief executive officer theretrf and supervise 

18 the exercise by the production credit associations of the 

19 functions vested in or del^ated to them. 

^ (16) Amend and modify loan contracts, documents, 

21 payment sohedules, and release, subordinate, or substitute 

22 security for imy of them. 

23 (17) Conduct stupes and make and adopt standards 

24 for lending. 

25 (18) Snter into loss sharing agreemrats with other 
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1 Federal intamediate cre^t baoke and produotioD credit 

2 asdoofttioDB. 

3 (19) ExeraBe by its bo&rd of directoHB or audiorized 

4 <^oers, emiployees, or agents a£ sitdi inddential powera as 

5 may be neoeseaiy or rapedient to carry od tJie business of 

6 the bank. 

7 (20) Participate witfi one or ni<Mre other Federal inter- 
S mediate credit banks or prodnctioii credit associalitHis in the 
9 district, in loans under thie tide on such terms ae may be 

10 agreed upon anwng sudi banks and associations. 

11 (21) Perform any function del^;ated to it by the Fann 
1^ Credit Admimstration. 

13 8bo. 2.2. Fbdbrai Intbemkdiatb Credit Bank 

^* Stock; Valdb; Dividbnd; Additional Stock ; Rbtikb- 
1^ HBNT. — (a) "Bie capital stock of eadi Federal intermediate 
1^ credit bank diaU be divided into shares of par value of $5 
1" each and may be of «i(^ classes aa its board of directors may 
^° detwirane with the approval of the Farm Credit Admims- 
^® tration. 

(b) Voting stock of each bank dtall be held imly by the 
prodnotion cce^t associations whit^ stock diall not be trans- 
ferred, pieced, or hypothecated except as provided in this 
ti&e or as aothorized under r^nlations of the Farm Credit 
A drni ni t *|.rHtlOTi , 

(o) Die board U each baiA ^lall from time to time in- 
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1 oreBse its capital Bboc^ to p»mit; die isBuaooe of additional 

2 shares to prodncdon credit aaHotnalioiis in Buoh amounts as 

3 sbfdl be detennined by the iboord. 

4 (d) Konvotutg stxM^ may be issaed to the QoTemor 

5 of <^e Parm Oredit Administratioa. Konvoting stock may 

6 also be issued to production credit assocaatjons in sooh 

7 amounts a,s will pennit the asHooation to extend finaiMsal 
^ assistance to eligible peraons other than feimers, randuoB, 
9 aad producers or harveateiB of aquatic prodiKSte, Pardcrper 

^^ tion certificates, witli a face value of $5, may be issued in lieu 
^^ of 8uch nonvoting stock when liie bykwa of the bank so 
^2 provide. 

^^ (e) Fartitnpation ceitificaibee also may be ismed by a 

■^* bank to financing institutions otter than production credit 
aasocialioiis wbidh ane eligible to borrow from or discoai^ 
eli^ble paper with the bank. 

(f) Divideode shall not be payable mi any stock held 
by the GovemOT of the Farm CredH Administraition odier 
tli&ii tji« tax imposed by section 4.0 (o) but noncumulative 
^ divideads inay be payable oa otiief capitel and pailifipatim 
oertiiicates in an amount noi to exceed a per cenbim per- 
mitted under regulations of the Farm Oredit AdministratioD, 
tn any year as determined by the board of directors. Such 
■Sridemik may be in the foim of sliock and paiti<npadon cer- 
tificates or, when the Governor of the Farm Credit Admin- 
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1 isbation holds no stock in the bank, in cacii. The r&t« of 

2 dividaids may be different between different classes and 

3 issues of stock and participation certificates on the basb of 

4 the contparative oontribntions of tlie holden there<^ to the 

5 capital or earnings of the bank by such classes and iaeues, bat 

6 ottierwise dividends shall be mthoat preference. 

7 (g) Eat^ Federal intermediate credit bank, with the 

8 ai^HVval (4 the Faun Credit Administration, may determine 

9 the amoont <A the initial or additional stock in the bank to 

10 be snbscribed for by the production credit assodations in 

11 the farm credit district served by thd bank in order to 

12 {ovvide capital to meet tlie credit needs of the bank. The 

13 amomit so determined shall be allotted among the associa^ 

14 tions in tlte district npon snch basis that, as nearly as may 

15 be practicable, the snm of the stock already owned and the 

16 addition^ amoimt to be subscribed for by each association 

17 will be in the srune proportion to the total ainount of stock 

18 already owned and to be sabscribed for by all of the associa- 
19. tions in die district that &e averaf^ indebtedness (loans 

20 and discoonts) of each aesomtion to the bank daring the 

21 immediately preceffing three fiscal years is erf the average 

22 of sadi indebtedness c^ aU assodatitms to tlie bank during 
38 sudi thrde-year period. Eadi assodation shall subscribe for 
2A atock in tiie bank in the amount so allotted to it. Snch snh- 
2B soriptions Ediall be subjeot to call sod paym^it therefor shall 
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1 be made at such tiines and id such amounts as may be 

2 detwrnined by the bank. 

3 Whenever Ute relative amounts of stock in a bank owned 
^ by the assodations differ substantially from the proportion 
3 indioated in the preceding paragraph, and additional sub- 
6 scriptions to stock throuf^ whidL such proporticHi could be 
"^ reestablished are not contemplated, the bank, with the ap- 
3 proval of the Fann Credit Adminiatration, may direct either 
3 separately or in combination such transfers, retirements, 

10 and rdssuance of outstanding stock among liie associations 

11 as will reestablish the aforesaid proportion as neaxly as may 
- 12 he practicable. Outstanding stock which is retired for this 

13 purpose, except aa otherwise approved by the Fann Credit 

14 Administration, shall be the oldest stock held by the asso- 

15 ciatioD and the bank shall pay the assodation therrfw at 
l*) die fur book value thereof not exceeding par. 

17 The banks may Issue furtJier amounts of participation 

IS certificates with the same rights, priyileges, and coodititHis, 

19 for purchase by institations other than production credit 

20 assodaticois '^lich are entitied to receive participation cer- 

21 tificates from the bank as patronage refunds. Participatitm 

22 certificates held by otlher financing institutions may be 

23 transferred to other such institutions upon request of, ar 

24 vith the approval of the bank, 

25 After all stock held by the G-ovemor <A the Farm 
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1 Credit Administi^on has been retired, Uie bank may redre 

2 other stock, at par and partkapation oertificatee at face ucount 

3 ODder r^nlatioiiB of the Faim Credit AdmrnHtratioD. Suob 
^ other stock and partic^iatitHi certificates shall be retired widi- 
^ oat preference and in gach manner diat, unless o&wwise 
" approved by Farm Credit Administration, the oldest ost- 
• standing stocA or certificates at any given time will be retired 
° Sast. In case d liqaid&Hoo or dissolution (^ any prodocticHi 
^ credit aasodation or other financing institution, the stock or 

^ partici.pati<Hi certificates trf the bank owned by snch assoda- 
tJMi or institntioD may be retired by the bank at the fair 
bo<A value thereof, not excee£ng par or face amount, as 
the cEBe may be. 

(h) Exce^ with regard to stook held by the Governor, 
each Federal tnteimediate credit bank shall h&ve a first lien 

on all stock and participatioQ certificates it issues and on all 

17 

allocated reserves and other equities for any indebtedness of 

such cental investments to the bank. 

(i) In any case where the debt of a production credit 

20 

association or other finan<sng institution k in defladt, the 

21 

bank may retire all or part of the capita! investments in the 
22 

bank held by snch debtor at the fair book value thereof, not 
28 

excee£n^ par or face amount as the Case may be, in total 
24 

or partial liquidation of the debt. 
25 

Sec. 2.3. Loans; Discounts; Pabticipations: Lbas- 
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1 IKQ. — (a) The Federal intermediate oredk baiEDks are au- 

2 tborized to make loane and extend other sunikr finandal 

3 ae^staitee to and discount for, oir purchase from, any <pro- 

4 tluotion credit assooiadon with ks endorsem^it or goaremty, 

5 any note, draft, or otber obligation presetted by such esso- 

6 ciatkok, and: to partknpaite with each association and one or 

7 more intermediate credit bonks m the making of loane to 

8 eligible borrowers, all the foregoing to be secured by audi 

9 collateral, if any, as may be required in regulatioms of die 

10 Farm CreiSt Administration. The banks may own aad lease 

11 or lease wirti option to purchase, to peiBons eli^ble for 

12 asnst&nce under tijs tiitJie, equi^xnent needed in the opera- 

13 tionfi of such fpeiBons. 

1* (b) Ite Federal intermediato credit banks Hire autlior- 

.1^ Ized to discount for, or purdiase from, any natioqal bank, 

1^ State bank, trust cmupany, agricultoral credit corporation, 

1' incorporated livestock loan oomptuny, savings institution, 

IS credit imion, and any association of agricultural producers 

1^ engaged in the making of loans to faimerB and ranchers, willi 

^ its endorsement or guaranty, any note, draft, or otiier oUlgar 

^^ tion die proceeds of whidi have been advanced or used in 

^^ the first instance for any agricultural purpose, including the 

^ breeding, raising, fattening, or marketing of livestock; and to 

" make toans and advances to any such financing institution 

^ secured by such collateral as may be approved by the Faxm 
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1 Credit AdministralKin: Provided, That no gndi loan or aid- 

2 vaoce shall be made upoii the security of collateral other than 

3 notes or odier such obligatioDS of fanners and rancben eE- 

4 gibl« for discount mt pnrdiase ni^er the provisioos of tliis 

5 section, nnless sudi loan or advance ia made to enable the 

6 financmg institutiMi to make or cany kians for any agri- 

7 cultural purpose. 

^ (o) No paper eball be poichased from <h- discounted 

^ f<Hr any national bank, 8tal« bank, trust company or savings 
3^0 inBtitntiiHi under sabsecdon (b) if the amount <A such paper 

11 added to the aggregate liabilities c^ such national bank, State 

12 bank, trust oompany or savings institution, whether direct <a 

13 oontingait (other than bona fide deposit liabilities) , exceeds 
" the lower of the amount tA sudi liabilities permitted undfv 

the laws ttf the juiisdiotiim creating the same, or twioe the 

^" paid-in and unimpaired capital and surplus of such national 

1' bank, St^« bank, trust company, or savings institutdon. No 

1° papw shall under this aeodon be purchased from or di»^ 

^ counted for any other corporation engaged in making loans 

^ for agricultural purptees including liie rai^g, breeding, 

fattening, or marketing of livestock, if the amount ' (rf sach 

paper added to the aggregate liabilities (A such ocsporation 

exceeds the lower of the amount of such liabilities pennitted 

under the laws of the jurisdiction creating the same, or ten 

times the peid-in and unimp^ed capital and surplus of such 



21 
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y ^as^Ta&soL, It shall be unlawful for any uatioiuil bank which 

^ is indebted to auy Federal iDtermediate credit bank, upon 

3 paper disooonted or purchased under subsection (b) , to 

4 incur any additional indebtedness, if by virtue »f sudi addi- 

5 tional indebtedness its aggregate liabilities direct or oondn- 

6 gent, will exceed the limitations herein contained. 

7 Sue. 2.4. TEBU3. — Loans, advances, or discounts made 

8 under sectdon 2.3 E^all be repayable in not more than sevoi 

9 years from the time they are made or disoounted by ^e 

10 Federal intermediate credit baiuk, and shall bear sucib rate 

11 or rates of inter^t or 4lisoount as the board of directors of 

13 the bank shall from time to time determine witj] the approval 
1-^ of the !l^erm Credit Administration, but the rates diarged fi- 

14 nandng mstituttons odier than production credit associations 

15 shall be the same as those chaiged production credit asso- 

16 ciations. In setting the rates and charges, it shall be the 
yi objecUve to produce the types of credit needed by eligible 
1^ borrowers, at the lowest reasonable costs on a soond business 
19 basis tailing into account the cost of money to the bank, 
^ oeoessary reserves and expenses of the banks and produc- 
^1 tioD credit associations, and providing servioee to bwvowers 

22 from the banks and assooations. The loan documents may 

23 provide for the interest rat« or rates to vary from time to 
2* time during the repayment period of the loan, in accordance 
25 with die rate or rates ourrently being chaiged by the bank. 
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1 No obligation tendered tot disooaat by a financing inslitu- 

2 taon, withoat the approval of the Fann Credit AdmimBtm- 

3 tion, shall be eligible for ^fiaootmt upon which die original 

4 borrower has been charged a rate oi interest exceeding by 

5 more than li per centum per annum tiie ^soount rate of 

6 the bank. 

7 Sec. 2.5. Sbbvicbb Rbi.atbd to Boebowbes' Op- 

8 BKATI0N8. — The Federal intermediate credit banks may 

9 provide teclmical ^sistuioe to borrowers, members, and ap- 

10 plicants from tiie bajuke and productioD credit associadoiQB, in- 

11 (doding persmis ob^gated on paper discounted by the bank, 

12 and may make avaiM>le to them such finantnal related 

13 servicee appropriate to the«r operMions as determined to be 

14 feafflblfl under r^ulations of the Farm Oredit Administra- 

16 Sec. 2.6. Nbt EABNraos— Detbbminatioit; Annual 

17 Application; Sttbplus Accottnt; Absoeption op Net 

15 Loss. — (a) If, at the end of a fiscal year a Federal mtei^ 

19 mediate credit bank ^all have Stock outstanding heM by the 

20 Governor of the Farm Credit Adnunistrataon, sudi Iwmk shall 

21 det^mine the amount of its net eamings after paying or pro- 
*" viding for aJl operating expenses (inclui^ng reasonable vala- 
*" atioD reservflfi and Iosbcb in excess of imy ench applicable 
2* reserves) and shall apply aich net eanrings as follows: (1) 
2^ to the restoiatifHi of the impainuent, if any, of cajutal stock 
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1 and partidpation certiiicBtes, as determined by its board of 

2 dirocturs; (2) to tUo iisturatwu vf (die ainuiiut uf die impur- 

3 ment, if any, of the surplus account established by this subsec- 

4 tion, as determined by its board of directois; (3) 25 per 

5 centum of any remaininfi^ net eoniings shall be used to 
€ o^ate and mfuntain an allocated reserve account; (4) a 

7 fruicluse tax ^lall be paid to the United States, as provided 

8 in section 4.0 of this Act; (5) reasonable unallocated con- 

9 tjngency reserve account may be establiahed and maintained; 

10 (6) dividends on stock bdd by production credit assocsatiMts 

11 and on partdcipati(Hi certificates may be declared as provided 

12 in section 2.2(f) of tbis title; tanA (7) and remaining net 

13 eamings shall be distributed as patronage rdunds as provided 

14 insubseoUon (b) <rf this section. 

15 Amounts applied to reserve account as provided in (3) 

16 above, either heretofore or hereafter, dwdl be aUoceted on 

17 the same patronage bssis and have the some taz treatment 
IS a£ is provided in subsection (b ) of tiiis section for patronage 

19 refunds. 8uch allocatioas of reserve account shall be snb- 

20 ject to ft first Uen as adt^tioual ooUateml (or any Indebted- 

21 ness of tbe holdeis thereof to the bank fuid in any case 
^ wbere such indebtedness is in default may, but diall not foe 
23 required to, be retired and canceled for application on endi 
^ indebtedness, ond, in case of liquidation or dissolutitm of a 
25 holder- rtiM^of, such reserve account allocations may be pe- 
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1 tired, all as is provided for fAock and partlcipetioii certificates 

2 in section 2.2 (g) of lliis title. At the end of any fiscal year 

3 that the allocated reserve aocount of any bant exceeds 25 
i per ceotnm of its outetanding stock and participation certifi- 

5 cates, SUI& excess may be distributed, oldest allocations first, 

6 in voting stock to production credit assodations and par- 

7 ticipatjon oeitificates issued as of die date of the allocatioDB 

8 and, wUh the approval of the Farm Credit Administration, 

9 also in caah. 

10 K and when (he relative amounts of stock in a Federal 

U intermediate credit btrnk owned by the production credit 

^ aasodatjons are adjusted to reestatili^ the proportion of such 

1^ Bbock owned by eadi assotaaticoi, as provided in the first or 

14 second paragmphs of section 2.2 (g) of this title, amounts 

15 in the reserve aooount that are allocated to production credit 

16 associations may be adjusted in the same manner, eo far 

17 as practicable, to ree^»blish the holdmgs of the production 
IS credit assodalions In the allocated legal reserve accounts 
1E> Into substantially the same proportion as are their hcrfdings 

20 of stock. 

21 No part of the surplus account established by a Federal 
^ intermediate credit bank on January 1, 1957, coi^sting of 
23 its earned surplus account, its reserve for oontingcncjes, and 
2* the surplus of the productnon credit corporation transferred 
25 to the bank, shall be distributed as patronage refunds or as 
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1 dividends. In the event of a net loss in any fiscal year after 

2 providing for all opeirating expenses (including reasonable 

3 valuatiiMi reserves and losses in excess of any such appli- 

4 cable reserves) , such loss ^all be absorbed by: firat, charges 

5 to the unallocated reserve aocount; second, impainaent <d the 
8 allocated reserve account; third, impamnent of the surplus 

7 other than that transferred from the production credit cor- 

8 poration of the district; fourth, impairment of surplus trans- 

9 ferred from the production credit corporatitai of the district ; 

10 fifdi, impairment of voting stock and participation certifi- 

11 cates; and sixth, impairment <rf nonvoting stock. 

12 (h) If at the end of a fiscal year a Federal intermediate 

13 credit bank shall have outstanding capital atock held by 

14 the Qovemor (tf the Parm Creidit Administr&tion, patronage 

15 refunds dedared for that year shall be pud in voting stock 

16 to producti<m credit assodations and in paxticipadoQ certi£- 

17 oates to otiier financing institutions borrowing fnnn or dis- 

18 counting with the bank during the fiscal year ioi which sadi 

19 refunds are declared. The recipients of such patronage re- 

20 funds sliall not be subject to Federal income taxes thereon. 
^ All patronage r^nds shaU be paid in the prc^ortion that 

22 the amount <A interest earned by tbe bank ml its loans to 

23 and discounts for eadi productitm credit a8sociata<Mi or otlier 
^ financang institutiwi bears to the total interest earned by 
^ the bank on all such loans and disoounts outstanding during 
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1 the fiscal year. Each participation certificate issued in pay- 

2 meat oi palroungc rufiunLj i^Il l>c in multiplee of $5 imd 

3 shaJ] state on its face the rights, privileges, and conditions 

4 applica]>le thereto. Patronage refunds shall not be paid to 

5 any other Federal mtermediate credit bank, or to any 

6 Foderal land bank or bank for cooperatives. 

7 (c) If, at the end of a fiscal year a Fedend intermediate 

8 credit bank shall have no outstanding capital stock held by 

9 the Qovemor of tiie Farm Credit Admini3trati<»t, the net 

10 earnings of such bank shaJl, under regulations prescribed by 

11 the F&nn Credit Admimstra^ioa, continue to be distributed 

12 on a cooperative basis with an obligation ta distribute pa- 

13 trtmage dividends and with provision for sound, adequate 

14 aa;[ntalizatimi to meet (Aanging financing needs of production 

15 credit asoodadons, o^er financial institutions ehgible to dis- 

16 count paper with the htaik, and other eli^Me borrowers, and 

17 prudeot corporate fiscal management, to the end that the cur- 
ls rent year's patrons carry their fair share of the capitalization, 

19 ultimate expenses, and reserves. Such regulations may pro- 

20 vide for t^e application of less tiian 25 per centum of net 

21 earnings after payment of operating expenses to the restora^ 

22 tion or maintenance of the allocated reserve account, addi- 

23 tifflts to unallocated contingency reserve account of not to 

24 exceed such per centum ot net earnings as may be approved 

25 by the Farm Credit Administration, and fwovide for allooa- 
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1 tions to patrona not qualified under the Internal Reretme 

2 Code, and the payment of patronage in stock, partiiupation 

3 oertifioates, or in cash, as the board may determine. If during 
i die fiscal year but not at the end thereof a bank shall have 

5 had outstanding capital stock held by the Governor of tite 

6 Farm Credit Administration, proviuon will be made for 

7 tlie payment of the franchise tax required in section 4.0. 

8 Sec. 2.7. Disteibution op Assets on Liquida- 

9 TioN. — In the case of liquiiktion or dissolution of any Fed- 
^0 eral inteirmediate credit bank, after payment or retirement, 

11 as the case may he, first, of all liabilities; second, of all 

12 stock held by the Governor of tlie Farm Credit Adnum^tra- 

13 tion at per; third, <A all stock ovraed by production credit 
1^ associations at par and all parti(Mpation oertificates at face 
1^ lunount; any remaining assets of the bank shell be distributed 
1^ as provided in this subsection. Any of the surplus e^ahlif^ed 
1'^ pursuant *o section 2.6 (excluding that transferred irom (he 
1^ production credit corporaition of the district) which iJie Fann 
1^ Credit Administration determines was wmtributed by finano- 
20 ing institutions otier than the production credit assodations 
^1 discounting with or borrowing from the bank on January 1, 

22 1957, shall be paid to such institutions, or their sucoeesors 

23 in interest as determined by Farm Credit Administratiiui, 
2* and the remaining portion of such surplus (including tJiat 
25 transferred from the production credit corporation of &e 
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1 district) !*httl\ l)c pfiid to the boUera of voting and nonvoting 

2 stock pro rate. The contribution of eacti «uGfa fimiMnig 

3 institataon Under die preceding sentence sbaH be ccnurpated 

4 on die baas of the ratio of its pationage to tbe total patrm- 

5 age of <2ie bank from the date of orgatHzMioo of die bank 

6 to January 1, 1957. Tliie dbcated reserve eetabBshed pur- 

7 soaiit to eectnon 2.6 ^lall be paid to the production credit 

8 asBociatioDe and other finamnng inslJtutionB to which such 

9 reserve is aDocatod on tbe books of the bank. Any assets 

10 of the bank di«i remsiiiing dull be ^etriboted to the pro- 

11 duction cie^t aaeociations and the boldere of partidpation 
\2 certificiat«8 pro Rita. 

13 Sec. 2.8. Taxation.— Every Federal ioteimediato 

'4 credit bank uid tiie capital, reserves, and surplus thereof 
1& and the Hwome derived therefrom diall be exempt fn»ii 

16 Federal, State, municipal, and local tasalmn except taxes on 

17 real esta;te held by a Federal intermediate ere&A bank to 
IS the same ext^it, according to its value, as other ramilar 

19 property held by other persons is taxed. The obligatjons 

20 h^ by the FedernJ intennediate credit banks and the notes, 

21 bonds, debentures, and ot^ier obligations iasued by the banks 

22 sh&ll be deemed U> be instnimeDtialitJes of liie Govenmient 

23 of the Unitod 8t»tes, and, as suc^, they imd tihe inoome 
^ therefrom shall be exempt from tXL Federal, State, munid- 
^ pal, and local taxation, other than Federal income tax lia^ 
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J bility of the holder therciif under the FuWc Debt Aet of 

2 1941 (31U^.0.742(a)). 

3 Paet B — PeOduction Obbdit AasociATioNS 

4 Sue. 2.10. Okganization and CiiABTBKa.— Each 

5 pruduution oredit association (chartered under section 20 of 

6 the Farm Credit Act of W3d, as mnended, sbal\ continue as 

7 a federally chartered instnimentality trf the United States. 

8 Production credit associations may be organized by ten or 

9 more farmers or ranchers or producers or hajresters <A 

10 aquatic products desiring to borrow money under the pro- 

11 visions of this title. The proposed articles of association shall 

12 be forwarded to the Federal intermediate credit bank for 

13 the district accompanied by an agreement to subscribe on 

14 behalf of the association for stock in the bank in such 

15 amounts as may be required by the bank. The articles shall 

16 specify in general terms the objects for which the association 

17 is formed, the powers to be exercised by it in carrying out 

18 the functions authorized by this part, and the territory it 

19 proposes to serve. The articles shall be signed by persons 

20 desiring to form audh an associntion and shall be accompanied 

21 by a statement signed by each such person establishing eli- 

22 gibility to borrow frtHO the associaticm in which he will 

23 become a stockholder. A copy of the articles of associa- 

24 tion shall be forwarded to the Governor of the Farm 
2^> Credit Administration with the recommendations of the 
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1 bank ooncermug the need for sudi an assooation in order 

2 to adequately serve the credit needs of eligiUe persons in 

3 the proposed territory and whether that territory incliides 

4 any area described in the <diarter of another production 

5 credit association. The Governor for good cause shown 

6 may deny the charter. Upon approval (^ the proposed 

7 articles by the Governor and the issuance of a charter, the 

8 association rfiall beoome as of such date a federally diurtered 

9 body corporate and an instrumentiility of the United States. 

10 The Governor ^all have the power under rules and regula- 

11 tions jwescribed by him or by [H-escribing in die terras of 

12 the charter or by approval of bylaws <rf the association, to 
1-* provide for the orgamzation, management, aod conduct of 

14 liie business <^ the association, the initial amount of stock <^ 

15 tiie association, tiie territory within whic^ its operatiODS may 
IG be carried on, and to direct at any time such changes in the 

17 charter as he finds necessary for the accomplishment oi tlio 

18 purposes of this Act. 

19 Sec. 2,11. BoABD of DmECTOBa.— Ba«h production 
^ credit association shall elect from its voting members a board 

21 of directors <A such number, for such terms, with such qnali- 

22 ficatitms, and in such manner as may be required by its 

23 bylaws. 

24 Sec. 2.12. Geneeal Corporate Powers.— Each pro- 

25 duction credit association, subject to supervision by the 
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1 Federal intermediate credit bank for the distiiot and the 

2 Farm Credit Adjmnistration, shall have power to^ 

3 (1) Have Buccession until terminated in accordance 

4 with this Act or any other Act <rf GoDgieaB. 

5 (2} Adopt aad use a corporate seal. 

6 (3) Make cwbttcte. 

7 (4) Sue and be sned. 

8 (5) Acqaire, hold, dispose, and otherwise exercase all 

9 of the usual incidents of ownership of real and personal prop- 

10 erty necessary or convenient to its business. 

11 (6) Operate under the direction of ite board of directors 

12 in Ebccordanoe witli this Act. 

13 (7) Subscribe to stock of the bank. 

14 (8) Purdiase stock of the bank held by wfiher produc- 

15 tion credit assomtions and stock of other production credit 

16 associations. 

17 (9) Contribute to the capital of the bank or other pro- 

18 duotion credit asaociatJOTis, 

19 (10) Invest its funds as may be approved by the Fed- 

20 cral intermediate credit bank under re^ilations of the Farm 

21 Credit Admimstration and deposit its current ftmds and 

22 securities with the Fedieral intermediate credit bank, a mem- 

23 ber bank of the Federal Beserve System or any bank in- 

24 sured under the Fed«^ Deposit Lisurance Corporation, 
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1 and may pay fees dierefor and receive intereet Acswm as 

2 may be agreed. 

3 (11) Buy aod sell d>l)gad<m8 <rf or insured by the 

4 United States or of any agmcy thereof or of any beaks of 

5 the Farm Credit Bystem. 

6 (12) Borrow money from the Federal intermediate 
^ credit bank, and with the approval of such banlc, borrow 
8 frcHn and iasue its notes or otiber obligations to any oom- 
d merdal bank or other financial institution. 

10 (13) Moke and participate in loans, accept advance 

U juymente, and provide services and other aa^stance as au- 

12 thorized in tbis title and charge fees therefor. 

13 (14) Endorse and become liable <hi loans discounted 
1^ or pledged to the Federal intermediate credit bank, 

15 (15) Enter into loss sharing agreements with the Fed- 

1" eraJ intermediate credit bank and other production credit 

1' associations. 

1° (16) Prescribe by its board vi directors its bylaws not 

1° inconsistent with law providing for the classes of its stock 

^^ and the manner in which its stock shall be issued, trans- 

^^ ferred, and retired, its officers and employees elected or 

^^ provided for, its property acquired, held, and transferred, 

^ its general business conducted, and the privileges granted 

** it by law exercised and enjoyed. 

^' (17) Elect by its board of directors a manager or 
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1 other chief executive officer, and provide for such other 

2 officers or employees as may be necessary, including joint 

3 employees as provided in this Act, deiine their duties, and 

4 require surety bonds or make other provisions against losses 

5 occasioned by employees. No director shall, within one 

6 year after the date when he ceases to be a member of the 

7 board, be elected or designated a salaried employee of the 

8 association on the board of which he served. 

^ (18) Elect by its board of directors a loan committee 

10 with power to approve applications for membership in the 

11 association and loans or participations or, with the approval 

12 of the hank, delegate the approval of applications for mem- 

13 bcrship and loans or participations within specified limits 
■'■* to other committees or to authorized officers and employees 
^^ of the assodation. 

(19) Perform any functions delegated to it by Uie 

^' bank or the Farm Credit Administration, 

^^ (20) Exercise by its board of directors or authorized 

officers or employees, all such incidental powers as may 
be necessary or expedient to carry on the business of the 
association. 

^^ Sec. 2.13. Capital Stock; Classes of Stock; 

^^ Teansfeb; Eschanqk; and Dividends.— (a) A pro- 
ductjon CTedit association may issue voting stot^, nonvoting 
stock, preferred stock, participation certificates, and provide 
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1 (or an equity reserve. Holders of stock, participation certif- 

2 icates, and equity reserve ahall have such rights, not incon- 

3 sistent wiUi ^e provisions of this section, as are set forth 

4 in the bylaws of the association. Stock shall be divided into 

5 shares of $5 par value each, and participation certificates 

6 shall have a face value of $5 each. 

7 (b) Voting stock may be purchased only by farmers 

8 and ranohers, or producers or harveeters of aquatic products, 

9 who are eli^ble to borrow from the association. Each holder 

10 of voting stock shall be entitled to no more than one vote 

11 except as otherwise provided in subsection (d) hereof. No 

12 voting stock or any interest therein or right to receive 

13 dividends tiiereon shall be tran^erred by act of the parties 

14 or by operation of hiw, except to another person eligible to 

15 hold voting stock, and then only as provided in the bylaws. 

16 (c) Nonvoting stodt may be issued to the Governor 

17 of the Paxm Credit Administration and to other investors. 
IS (d) Preferred stock, whidi shaJl be nonvoting, may be 

19 issued to the Governor and to other investors when anthor- 

20 ized by a majority vote of the outstanding shares of voting 

21 stock, by a majority vote of the outataoding shares of the 

22 nonvoting stock, and by a majority vote of tJie outstanding 

23 shares of preferred stock, except that all stock held by the 
2* Governor shall be exdnded from voting hereunder. For the 
25 purpose (J tliis subsectiim oidy, the holders of such stock 
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1 ahall be estitled to one vote, in pereon or by written proxy, 

2 for each share of st04^ held. 'Hie authorization to issue pro- 

3 ferred stock shall state the privileges, reEFtriotions, limitations, 

4 dividend rights (either cumulative or noncumuktive) re- 

5 demption rights, preferences, and other qualifications affect- 

6 ing said stock, and the total amount of the authorized issue 

7 to which it belongs. 

8 (e) Farticipatton certificates may be issued to persons 

9 eli^ble to borrow from the assodation to whom voting stock 

10 is not to be issued. 

11 (f ) Each borrower from the association sihall be required 

12 to own at the time the loan is made voting stock or par^ 

13 tidpation certificates as provided in the bylaws of the 

14 association, in an amount equal in fair book value (not ex- 

15 ceeding par or face amount, as the case may be) , as deter- 

16 mined by the association, to $5 per one hundred dollars or 

17 fraction thereof of the amount of the loan. 8uch stock and par- 

18 tioipation certificates shall not be canceled or retired upon 

19 pajonent of the loan or otherwise except as may be provided 

20 in the bylaws. Notwithstanding any other proviuon of this 

21 section, for a loan in which an association participates with a 

22 commercial bank or other financial institution other than a 

23 Federal intermediate credit bank or another production credit 

24 osBodation, the requirement that the borrower own stock or 



DininzedhyGoOt^le 



4S 
46 

1 partidpatioQ oertifioates tbah i^ply onlj to the pMtioii ot 

2 tlLe loan wMoh is rettuned by the a880<nfiti<Ki. 

3 (g) Yodng stock dial], w^hin two years after die 

4 holder oeaees to be a borrower, be converted into nonvoting 

5 «tioc^ at the iair book value thereof, uot escee^ng par. Cod- 

6 nstent wkh the proviaiHis of this part, and as provided in 

7 the bylaws cf the associalion, ea^ (daas (tf stock and partun- 

8 pation oertificales shall be convertible into any othw daas of 

9 stock exoept preferred stock, and into participation 
10 certificates. 

U (h) As a further meane <^ providing capital, an asso- 

^ caation may, as provided in its bylaws, and with the approval 

13 of the bank, reqiure borrowers to pim^iase stock or partad- 

14 pation certificates in addition to that required in subsection 

15 (f) h^*eof, or invest in the equity reserve, in an aggregate 

16 amount not exceeding $5 per $100 or fraction thereof of the 

17 amount, of the loan. Any portion trf the amounts invested 

18 under this subsection which is no longer required for the 

19 porposes of the association may be returned to the owners 

20 theretrf by revolving or retirement in accordance with its 

21 bylaws. 

22 (i) Dividends shall be paid on preferred stock in accord- 

23 ftooe with the authorization of t^e stockholders to issue such 

24 atock. Dividends on stock, other than preferred stock, and 

25 on partidpation certificates loay be paid by an association 
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1 aa provided in ite bylaws at such rate or rates aa are approved 

2 by the Federal iiitenuediate credit bank in accordance with 

3 regulations of the Form Credit AdminiatratioD, end may be 

4 paid, upon such approval, even though the amount in the Bur- 

5 plus accounts is lesn than the minimum aggregate amount 

6 prescribed by the bank as provided in seotJOTi 2,14. 

"^ {'}) Except with regard to atock held by the Governor, 

^ each production credit association shall have a first lien on 
^ stock and participation certificates it ieeues, allocated surplus, 
^^ and on investments in equity reserve, for any indebtedneoe ot 
11 the holder of such capital investments and, in the case kA 
1^ equity reserve, for charges for association lossee in excess of 
1^ reserves and surplus. 

(k) In any .case where the debt of a borrower is in 
default, the association may retire all or part of the capita] 
investments in the assodaticai held by such debtor at die 
faJr book value thereof, not esoeeding par or face amount, 
as the case may be, in total or partial liquidation of the debt. 
Sec. 2.14. Application op Eabnjnos; Restoeation 
OP Capital Impairment; and Surplus Account. — 
(a) Each production credit association ai the end of eadi 
fiscal year ah^l apply the amount of its earnings for such 
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1 at Uie end of the fiscal year to the extent Hiat eaniings in 

2 suoh year ui excess of utlier operai^iig expensts permit, until 

3 such reserves e<)ual or exceed 3^ per oeutum of tlie loans 

4 outstaitding at the eod of the fiscal yeaj, beyond whitdi 3^ 

5 per ceotum furUier additions to such reserves are not re- 

6 quired but may lie loade) first to the resboratioQ of the im- 

7 p«iiment, if auy, of capital; ard second, >to the establi^imeiDt 

8 and maintenaiice of the surplus accounts, the minimum ag- 

9 gregate aaoount of which shall be prescribed by the Federal 

10 intermediate credit bank. 

11 (b) When the bylaws of an association so provide, 

12 available net earnings at the end of any fiscal year may be 

13 distributed on a patronage basis in stock, participatatHi cer- 

14 tificates, or in cash, except Oiat when the Governor holds 

15 any stock in an association the cash distribution shall be 

16 such percenteg© of the patronage refund as shall be deter- 
1"^ mined under regulations of the Fann Credit Administration. 

18 Any port of the earnings of the fiscal year in excess of ^e 

19 operating expenses for suoh year held in (he surplus account 

20 may be allocated to patrons on a patronage base. 

21 Sec. 2.15. Shoet- and Intbbmbdiate-Teem Loans; 

22 Paecicipation; Othbb Financial AsaisTANCE; Teems; 

23 Conditions; Inteeest, Secubity.— (a) Each production 

24 credit association, under rules and regulations prescribed by 

25 the board of directors of the Federal intermediate credit 
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1 bank of Uie district and approved by tbe Fana Credit Ad- 

2 ministratioii, may make, gnarantoo, or parlicipatc with otbor 

3 lenders in abort- and intermedlate-tenu loans and other 

4 similar financial assistance to { 1 ) farmers and ranchers and 

5 the producers or harvesters of aquadc products, for agricul- 

6 tural purposes and other requirements of such borrowers, 

7 (2) rural residents for housing financing in rural areas, 

8 under regulations of Farm Credit Administration, and (3) 

9 person fiimi^iing to farmera and randiers fann related 

10 services necessary to their agricultural production, including 

11 bft^c processng and marketing. Each association may own 

12 and lease, or lease with option to purchase, to stockholders 

13 of the asso(nation equipment needed in the operations of the 

14 stocUiDlder. 

15 (b) Loans authorized m subsection (a) hereof E^uill 
1€ bear such rate or rates of interest as are determined under 
IT regulations prescribed by the board of the bank with the ap- 
IS proval of the Farm Credit Administration, and shall be made 

19 upon such terms, conditions, and upon such security, if any, 

20 as shall be authorized in such regulations. In setting rates 

21 and charges, it shall be the objective to provide the types 

22 of credit needed by eligible borrowers, at the lowest reason- 

23 able cost on a sound business basis, taking into account the 

24 cost of money to the association, necessary reserves and ex- 

25 penses of the association, and services provided to borrowers 
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1 and members. The loan documents may provide for the intea^ 

2 egt rate or rates to vary from time to time during the repay- 

3 ment period of the loan in afoordanoe with the rate or 

4 rates onrreDtly being charged by the association. Such regn- 
6 lations may require prior approval of the bajik or (^ Farm 

6 Credit Administration on certain classes of loans; and may 

7 authorize a continuing commitment to a borrower of a line 

8 of credit. 

9 Sec. 2.16. Othee Seevicbs.— Eadi produotitBi credit 

10 association may provide technical assistance to borrowers, 

11 apj^cants, and members fuid may male available to them 

12 such financial related services appropriate to their opera- 

13 tiMiB as is determined feasible, under regulations prescribed 
1^ by the Fum Credit Administration. 

15 6bc. 2.17. Taxation.— Each production credit associ- 

IS ation and its obligatlona are instrumentalities of the TInited 

^^ States and as such any and all notes, debentures, and other 

18 obligations issued by such assomtions shall be exempt, both 

19 as to principal and interest from all taxation (except siir- 
^ taxes, estate, inheritance, and gift t^es) now or hereafter 

21 imposed by the United States or any State, territorial, or 

22 local taxing anthority. Such associations, their property, their 

23 frandiises, capittd, reserves, surphis, and other funds, and 
^ tiieir income shall be exempt from all taxalion now or here- 
25 after imposed by tlie United States or by any State, tcrri- 
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1 tonal, or local t&zing authority; except tliat interest on tlie 

2 obligations of sucli associations shall be subject only to Fed- 

3 oral income tasation in the hands of the holder thereof pur- 

4 soant to the Public Debt Act of IMl (31 U.S.C. 742 (a) ) 
^ and except that any real and tan^ble personal property of 
^ such associations shall be subject to Fedend, State, terri- 
' tonal, and local taxation to the same extent as similar prop- 
° erty is taxed. The exemption provided In the preceding 
® sentence shall apply only for any year or part thereof in 

^^ which stock in the production credit associations is held by 
^ the Governor of the Farm Credit Administration. 
^ TITLE III— BANKS FOR COOPERATIVES 

^ Seo. 3.0. Establishment; Titles; Branches.— llie 

banks for cooperatives established pursuant to sections 2 and 
30 of the Farm Credit Act of 1933, rs amended, shall con- 
tinue a.s federally chartered instrumentalities of the United 
States. Their charters or organization certificates may be 

modified from time to time by the Farm Credit Adminis- 

19 

tration, not inconsistent with the provisions of this title, as 

may be necessary or expedient to implement this Act. Unless 

an existing bank for cooperatives is merged wilJi tme or more 

22 

other such banks under section 4.10 of this Act, there shall 

23 

be a bank for cooperatives in eadi farm credit district and 

24 

a Central Bonk for Co(^ratives. A bank for cooperatives 
25 

may include in its title the name of the city in which it is 
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1 located OF other geographical designation. The Central Bank 

2 for Cooperatives tnay be located in sudi place as its board 

3 of directors may determine widi the approval of the Farm 

4 Credit Administration. When authorized by the Farm Credit 
^ Administration each bank for cooperatives may establish 
^ Buch branches or other office as may be appropriate for the 
"^ effective operation of its business. 

^ Sec. 3.1. Coepobate Existence; Gbnbeai Corpo- 
^ BATE PowEBS. — ^Each bank for oixiperatives shall be a body 
I*' corporate ajid, subject to supervision by Farm Credit 
Administration, shall have power to^ 
{1} Adopt and use a corporate seal. 
(3) Have succession until dissolved under the provi- 
sions of this Act or other Act of Congress. 

(3) Make contracts. 

(4) Sue and be sued. 

17 

(6) Acquire, hold, dispose, and otherwise exercise all 

of the usual inddents of ownership of real and personal prop- 

erty necessary or convement to its busmess. 

20 

(6) Make loans and conmiitments for credit, provide 
21 . , , 

services and other as^stance as authorized in this Act, and 
22 

chargeiees therefor. 
23 

(7) Operate under the direction of its board of directors. 
24 

(8) Elect by ite board of directors a president, any vice 
25 

presidiente, a secretary, a treasurer, and provide for <sucb other 
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1 officers, employees, and agents as may be necessary, includ- 

2 ing joint employees as provided in this Act, define their duties 

3 and require surety bonds or make other provisions against 
^ losses occasioned by employees. 

5 (9) Prescribe by its board of directors its bylaws not 

^ inconsistent vrith law providing for the classes of its stock and 

'^ the manner in which its stock shall be issued, transferred, 

^ and retired; its officers, employees, or agents elected or pro- 

^ vided for; its property acquired, held, and transferred; its 

^^ loans made ; its general business conducted ; and the privileges 

^^ granted it by law exercised and enjoyed. 

12 (10) Borrow motiey Mid issue notes, bonds, debentures, 

13 or other obligations individually or in concert with one or 
^* more other banks of the System, of such character, and such 
^^ terms, conditions, and rates of interest as may be determined. 
^^ (11) Participate in loans under this titio with one or 
^"^ more other banks for cooperatives and with -commercial 
^^ bauks and otiier financial institutions uptm such teims as may 
^ be agreed among them. 

^ (12) Deposit its securities and its current funds wit'a 

any member bank of the Federal Eeserve System, and pay 
fees therefor and receive interest thereon as may be agreed. 
When designated for that purpose by the Secretary of the 
Treasury, it shall be a depository «f pulilic nmticy, except 
receipts from customs, under such regulations ns nuiy lie 
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1 preBCribed by the Secretary; may be employed as a fiscal 

2 agent of tlie GoTUDmfmt, and shall perform all snoh rear 

3 sonsble duties as a depository of public mmiey ix financial 
i agent of the Govenunent as may be required of it. No Qov- 

5 emment funds deposited under the proviaions of this sub- 

6 section shall be invested in loans or bonds or other obliga- 
"^ tions of the bank. 

^ (13) Buy and sell obligations of or insuired by the 

^ United States or of any agency thereof, or secorities backed 
'^ by the full faith and credit of any such agency and make 

such other investments as may be authorized by the Faim 

Credit Admmistration. 

( 14) Conduct studies and adopt standardH for lending. 

(15) Amend and modify loan contracts, documents, 
uid payment schedules, and release, subordinate, (h* substi- 
tute security for any of them. 

17 

(16) Perform any function delegated to it by the Farm 

Credit Administration. 
19 

(17) Exercise by its board of directors or authorized 
20 

officers, employees, or agents alt such incident^ powers as 
21 

may be necessary or expedient to carry on the business of 
22 

the hank. 
23 

Sec. 3.2. BoAM) of Dieectobs. — (a) In the case of a 
24 

district bank for cooperatives, the board of directors shall be 
25 

the form tredit district board and in the case pf the Oeptnl 
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1 Bank for Cooperatives shall be a separate board of not more 

2 than diirteen members, one from each farm credit district 

3 and one at Iai:ge. One district director of the Central Bank 
i Board sball be elected by each ^strict farm credit board and 
B the member at large shall be appointed by the Governor with 
B the advice and consent of the Federal Farm Credit Board. 

^ (b) For the purposes of this section the provisions of 

3 sections 5.1 (b) and (c), 5.4, 5.5, and 5.6 shall apply to 
9 and ^laJl be die authority of die Central Bank for Coopera- 
^^ tives tiie same as thou^ it were a district bank. 

11 Seo. 3.3. Bank foe Coopbeating Stock; Value; 

12 Classes op Stock; Voting; Exohakoe.— (a) The cap- 
1^ ital stock of ea«h bank for cooperatives shall be in such 

amount as its board determines, with the approval of Farm 
Credit Administration, is reqiured for the purpose of pro- 
viding adequate capital to permit the bank to meet the 
credit needs of borrowers from the bank and such amounts 
may be ino'eased or decreased from time to time in accord- 
ance with such needs. 

(b) The capital stock of each bank shall be divided into 
shares of par value <^ $100 each aiti may be of such cksses 
as die board may determine widi the approval of the Farm 
Oredit Administration. Such stock may be issued m fractional 
sbfu^s, 

(c) Voting stock may be issued or transferred tq and 
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1 held only by cooperative assuci&tiuus eli^ble to borrow 

2 from tbe banks imd other banks for cooperatives and shall 

3 not be otherwise transferred, pledged, or hypothecated ex- 

4 cept as consented to by the issuing bank ander regulations 
^ of the Farm Credit Administration. 

•* (d) Each holder of one or more shares of voting stock 

"^ wliicli is eligible to borrow from a bonk for cooperatives shall 
8 be entitled only to uiie vote a*id only in flic nfTairs of the Imiik 
^ iu tlic diirtrict in which its priucipnl office a located unless 
^^ otherwise authorized by the Farm Credit Admuiistration, 
11 except that if such holder has not been a borrower from the 
1^ bask m whicli it holds such stock within a period of two 
^■^ years next preceding the date fixed by the Fnrm Credit 
Admiuistration prior to the commencemeut of voting, it shall 
"* not be entitled to vote. 

(e) Nonvoting investment stock may bo issued in such 
series aud in such amounts as may be determined hy llie 
board and approved by the Farm Credit Adnuuistnitiou and 
may be exchanged for voting «tock or sold or transferred to 
any person subject to the approval of the issuing bank. 

Sec. 3.4. DiviDEKUS.— Dividends may be payable only 

on nonvoting investment stock, other tlian stock held by the 

Governor of the Farm Credit Administration, if declared by 

tlie Imard of directors of the bank in accordance with regiiLi- 

"" tions of the Fonn Credit Admiiiislnition. 
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1 Seo. 3.5. Rbtibement op Stock.— Any nonvotrng 

2 stock held by the Governor of the Farm Credit Adminis- 

3 tratton shall be retired to the extent required by section 4,0 

4 (b) before any other outstanding voting or nonvoting stock 

5 shall be retired except as may be other^e antborized by 

6 Farm Credit Administration. When those requirements have 

7 been satisfied, nonvoting investment stock may be called for 
3 retirement at par. With the approval of the issuing bank, the 
^ holder may elect not to have the called stock retired in ro- 

^^ spouse to a caU, reserving the right to have sndi stock in- 

11 eluded in the next call for redrement. When the require- 

12 ments of section 4.0(b) have been met, voting stock may 
1<^ also be retired at i&ir book value not exceeding par, on call 
■^* or on such revolving basis as the board may determine with 
■'^ approval of the Farm Credit Administration with due regard 
1^ for its total capital needs: Provided, however, That all 
1' equities in the district banks issued or allocated with respect 

to the year of the enactment of this Act and prior years shall 
^•^ be retired on a revohing basis according to the year of issue 
^ with the oldest outstanding equities being first retired. Equi- 
ties issued for subsequent years shall not be called or retired 
until equities described in the preceding sentence of this pro- 
viso have been retired. 
^ Seo. 8.6. Guaranty Fund SuiisciiimoNS i\- Lir.u 

"■* (w Stock.— If any i-noponitivc aissomtii-ii is not autlioiixcd 
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1 under the laws of the State in whieh it is organized to take 

2 and hold stock in a bank for cooperatives, the bank shall, in 

3 lieu of any requirement for stock purchase, require the asso- 
i (nation to pay into or have on deporit in a guaranty fund, or 

5 the bank may retain out of the amount of the loan and credit 

6 to the guaranty fund account of the borrower, a sum equal to 

7 the amount of stock which the association would othem'ise 

8 be required to own. Each reference to stock of the banks for 

9 cooperatives in this Act shall include such guarantj' fund 

10 equivalents. The holder of the guaranty fund equivalent and 

11 the bank shall each be entitled to the same rights and obliga- 

12 tions with respect thereto as the rights and obligations asso- 

13 ciated with the class or classes of stock involved. 

1* Sec. 3.7. Lending Powbb.— The banks for coopera- 

^ tives are authorized to make loans and conmiitments to eli- 
^^ gible cooperative associations and to extend to them other 
^' technical and financial assistance, including but not limited 
^ to discounting notes and other obligations, gimranties, col- 
^ lateral custody, or participation widi other banks for coop- 
eratives and commercial banks or other financial institutions 
in loans to e%ible cooperatives, under such terms and con- 
ditions as may be prescribed by the Pann Credit Adminis- 
tration, inckding provisions for avoiding duplication between 
the Central Bank and ^strict banks for cooperatives. Each 
baQ)( may own and lease, or lease with option to purdiase, 
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1 to stockholders of the bajtk equipment needed in the oper- 

2 ations of the stockholder. 

3 8eo. 3.8. EuQiBiLiTT. — ^Any association of farmers, 

4 producers or harvesters of aquatic products, or any federa- 
6 tion of such associations, which is operated on a cooperative 
^ baas, and has the powers for proces»ng, preparing for max- 
"^ ket, handling, or marketing farm or aqaalic products; or 
^ for purchasing, testing, grading, processing, distributing, 
^ or fumi^ing farm or aquatic supphes or fumlshmg farm 

business services or services to eli^ble cooperatives and eon- 
forms to either of the two following requirements : 

(a) no member of the associadon is allowed more 
than one vote because of the amount of stock or mem- 
bership capital he may own therein; or 

(b) does not pay dividends on stock or member- 
ship capital in excess of such per centum per annum as 
may be approved uniet regulations of the Farm Credit 
Administration; and in any case 

(c) does not deal in farm products or aquatic 
products, or products processed therefrom, farm or 
aquatic supplies, or farni business services with or for 

nonmembers in an amount greater in value than the 
23 

total amount of such bufiness transacted by it with or 
24 

for members, excluding from the total of member and 
25 

itonm«Q)her business transactions with th« United States 
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1 or any agency or iastmmeDtality thereof or services or 

2 supplies fumisiied as a pablic utility; and 

3 (d) a percentage of the voting contrcd of the as- 
i sociation not less than 66| per centnm, or eadi higher 
5 percenter as established by the district board is held by 
3 fanners, producers or harvesters of aqnatic products, or 
'^ eli^ble ooopemtive associations as defined herein; 

8 shall be eligible to borrow from a bank for cooperatives. 
3 Sec. 3.9. Ownkbship of Stock hy Boebowbbs.— (a) 

1^ Each borrower at the dme a loan is made by a bank for co- 
^ optf^tives ^all own at least <me share of voting stock and 
^ shall be required by the bank with the approval of the Farm 
^ Credit Adnunistratitm to own additional voting stock or 
nonvoting iDvestment stock at that time, or from time to 
time, as the lending bank may determine, but >^e require- 
ment for the ovmership of stock at the time the loan is dosed 
shall not exceed an amount equal to 10 per centum of the 
face amount of the loan. Such additional ownership require- 
ments may be based on the face amount (A the loan, the out- 
standmg loan balance at the beginning of any fiscal year or 



such other basis as the bank, with the approval of the Farm 
Credit Administration, determines will provide adequate 
capital for the operation t>f the bank and equitable owncrsliip 
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1 thereof among borrowers. In the case of a direct loan by the 

2 Central Bank, the borrower shall be required to own the 

3 necessary stock in the dbtrict bank for the district in whieh 

4 its principal office is located and the district bank shall be re- 
B quired to own a corresponding amount of stock in the 
6 Central Bank. 

"^ (h) Notwithstanding the proviaons of subsection (a) 

^ of this section, the purdiase of stock need not be required 

^ with respect to diat part of any loan made by a bank for 

^" cooperatives which it sells to or m^es in participation with 

^^ financial institutions other than any of the banks for coopera- 

tves. In such cases the distribution of eajnings of the bank 

for cooperatives shall be on the basis of die interest in tlie 

loan retained by suoh bank. 

Sec. 3.10. Interest Rates; Secxtbity; Libn; Can- 
om,LATioif; AMD Application on Indebtedness. — (a) 
Loans made by a bank for cooperatives shall bear interest 
at a rate or rates determined by (he board of directors of 



20 

Credit Administration. In setting rates and charges, it shall 

21 

be the objective to provide the types of credit needed by 
22 

eligible borrowers at the lowest reasonable cost on a sound 
23 

business basis, taking into account the cost of money to the 
24 

bank, necessary reserves and exp»i9es of the bank, and 
25 

services provided. The loan documents may provide for the 
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1 interest rate or rates to Tftry from time to time during the 

2 repayment period of the loan, in accordance with the rate 

3 or rates currently being ciiarged by the bank. 

^ (b) Loans shall be m&de npon saob terms, conditions, 

6 and security, if any, as may be determined by the bank in 

^ accordance with regulations of the Farm Credit Admin- 



^ (o) Each bank for cooperatives shall have a first lien 

^ on all stock or other equities in the bank as additional col- 
^ lateral for the payment of any indebtedness of the owner 
hereof to the bank. In the case of a direct loan to an eligible 
oooperatiTe by the Central Bank, the Central Bank shall 
have a fint lioi on the stock and equities of Uie borrower in 
the district bank and the district bank shall have a lien 
thereon junior only to die lien of the Central Bank. 

(d) In any case where the debt of a borrower is in 

17 

default, or m any case of liquidation or dissolution of a pres- 

ffltt or fonuer borrower from a bank for cooperatives, the bank 

may, but riiall not be required to, retire and cancel all or a 

20 

part of the stock, allocated surplus or contingency reserves, 
21 

or any other equity in the bank, owned by or allocated to 
22 

Buoh borrower, at the fur book value thereof not exceeding 
23 

par, and, to the extent required in such cases, corresponding 
24 

shares and otiier obUgationa and oCher equity interests held 
25 

by a district bank m the Central Bank or anptiier district 
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1 bank on account of such indebtedness, shall be retired or 

2 equitably adjusted. 

3 Sec. 3.11. Earnings and Bbsebves; Application 

4 OF Sayings. — (a) Each bank tor cooperatives, at the end 

5 of each fiscal year when said bank shall have stock outstand- 

6 ing held hy the Qovernor of the Farm Credit Administration, 

7 shall determine the amount of its net savinp after paying 

8 or providing for all operating expenses (including reason- 

9 able valuation reserves and losses in excess of any such 
^^ applicable reserves) and shall apply such savings as fol- 
^^ lows : ( 1 ) To the restoration of the amount of the impair- 
^^ ment, if any, of capital stock, as determined by its board 
■'■^ of directors; (2) 25 per centum of any remaining net sav- 
ings shall be used .to create and maintain a surplus account ; 

(3) it shall next pay to the United States a francluse tax 
as provided in section 4.0 of this Act; (4) reasonable con- 



ond (6) any renimning net savings shall be distributed as 
patronage refunds as provided in subsection (c) or (d) of 
this section: Promded, That any patronage refunds received 
by a district bank from any other bank for cooperatives 
shall be excluded from net savings of the district bank for 
the purpose of computing such franchise tax. Amounts ap- 
plied as provided in (3) and (4) above after January 1, 
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1 1956, shall be allocated on a patronage basis approved by 

2 the Form Credit Administration. At the eod of any fiscal 

3 year any portion of the reserve established under (4) above 

4 which is no longer deemed necessary shall be transferred 
^ to the surplus account and, if the surplus account of any such 
^ bank for cooperatives exceeds 25 per centum of the sum of 
" all its outstanding capital stock, the hank may distribute in 
° the same manner as a patronage refund any part or all of 
^ such excess which has been allocated: Provided, That any 

^ surplus and contingency reserve shown on the books of the 
banks as of January 1, 1956, shall not be distributed as 
patronage refunds. In making such distributions except as 
otherwise provided in section 3.6 and distributions by the 
Central Bank, the oldest outstanding allocations shall be 
distributed first. Whenever used in this title, Uie words "sur- 
plus account" as applied to any bank for cooperatives shall 
mean any surpluses and contingency reserves shown on the 
books of the bank as of January 1, 1956, and any amounts 
applied as provided in (2) above after said date. Said sur- 
plus account shall be divided to show the amounts thereof 

subject to allocation as provided in this subsection and may 
22 

be further subdivided as prescribed by the Farm Credit 
23 

Admmistration. 
24 

(b) Whenever at the end of any fiscal year a bank for 
25 

cooperatives shall have no outstanding capital stock held by 
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1 the Oovernftr-of the F^mi Credit Administnitioii, the net 

2 savings shftU, under t^gtilatlMis prescribed by the Farm 

3 Credit Administration,' continue to be distributed an a coop- 
^ erntive biKtis with nh obligntion to distribute ptitronage diri- 
^ dends, and wkh pnivbaon for aiMind, ndrquate capitali/Jttioii 
6 to meet the hanging financing needs of eligible cooperative 
"f borrowers and pnident corporate fiscal management, to the 
8 end'thflt current. year's patrons carry their fair share of the 
^ oapitnlizatioti; -ifh linate expenses, and reserves related to the 

^^ year's operations. Such regiUations may provide for applica- 

^^ tion of less than 25 pe^ centum of net savings to the restora- 

^^ tion or maintenance of an allocated surplus account, reason- 

^"^ able additinn^ tm unallocated surplus, or to unallocated ro- 

* serves of not to exeeed such per centum of net savings after 

■ payraentrf operating expenses as may be approved by Farm 

Credit Admiiustration, and provide for allocations to patrons 

not qualified under the Internal Eevenue Code, or payment 

I of such per centum of patronage refunds in cash, as the board 

" ■ may determine; If during the fiscal year but not at the end 

thereof a bank shall have had outstanding capital stock held 

iiy the United States, provision will be made for payment of 

franchise taxes required in section 4.0. 

(c) The net savings of each district bank for coopera- 
tives, after the earnings for the fiscal year have been applied 
in accordance.' with subsections (a) or (b) of this section 
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1 whichever is applicable, sliall be pud in stoc^ or in cadi, or 

2 both, as detennined by the board, as patronage refunds to 

3 borrowers of the fiscal year for which such patronage refunds 

4 are distributed. Except as provided in subsectioa (d) below, 

5 all patronage refunds shall be paid in proportion that the 

6 amount of interest and service fees on the lomis to each bor- 

7 rower during the year bears to the interest and service fees 

8 on the loans of all borrowers during the year or on such otlier 

9 proportionate patronage basis as the Farm Credit Adminis- 

10 tration may approve. 

11 (d) He net savings of the Central Bank for Coopent- 

12 tives after the earnings for the fiscal year have been applied 

13 in accordance with sul>sections (a) or (b) whidiever is 

14 applicable, sliatl be pnid in stock or cash, or both, as deter- 
13 mined by the bunrd, iis jinlronagc refunds to the district 
16 banks on the banis of interests held by the Oetitral Bank In 
1*^ loans made by the district banks and upon any direct loans 
18 made by the Centml Bank to coopemtive associations, or 
^ on such other proportionate patronage basis as tlie Farm 
^ Credit Admintstratirm may approve. In cases of direct loans, 
^ such refund diall be paid to the district bank or banks which 
^ issued their stock to the borrower incident to such loans, and 
^ the district bank or banks gball issue a like amount of patron- 
^ age refunds to the borrower. 

25 (e) In the event of a net loss in any fiscal year after 
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2 pnividiiig f()r nil operating expenses (including reasonable 

2 valuation reserves and losses in excess of any applicable 

3 resenes) , such loss may be carried forward or carried back, 

4 if approprinte, or otlierwise shall be absorbed by: First, 

5 chnrpes to minllornted reserve or surplus accounts estab- 

6 lished after tbe d«te of enactment of this Act; second, 

7 charfrcs to allocated contingency reserve account; third, 

8 charges to alioented surplus account; fourth, chaises to other 

9 contingeiKv reserve and surplus accounts; fifth, the impure 

10 ment of voting stock; and sixth, the impairment of aJl other 

11 stock: Provided, however, that any tax deficiency asiess- 

12 ment for any year may be paid from unallocated surplus or 

13 any other account. 

14 (f) For any year that a bank for cooperatives is subject 

15 to Federal income tax, it may pay in cash such portion of its 

16 patronage refunds as will permit its taxable inotsue to be 

17 determined without taking into account savings applied as 

18 allocated surplus, allocated contingency reserves, and patron- 

19 age refunds under subsections (a) or (b) of this section. 

20 Sec. 3.12. Distribution op Asshtb and Liqitida- 

21 TiON OB DrasotUTiON. — In tie case of fitpiidation or diasohi- 

22 tion of any bank for cooperatives, after payment or retire- 

23 ment, first, of all liabilities; second, of all capital stock issued 
2* before January 1, 1956, at par, any stock held by the Gov- 
25 emor of the Farm Credit Administration at par, and all 
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1 DUDvoting stock at par; nnd third, nil voting stock at par; 

2 any surplus and resterves existing on January 1, 1956, shall 

3 be paid to the holdem of stock issued before that date, stock 

4 held by the Governor of the Farm Credit Administration, and 

5 voting stock pro rata, and any remaining surplns and re- 

6 ser\-e8 shall be distributed to those entities to which tbcy arc 

7 allocated on the books of the Irnnk. If it should become nec- 

8 essary to use any Hurplns or reserves to pay any liabilities f>r 

9 to retire any capital stock, unallocated reserves or surplus, 

10 allocated reserves and surplus shall be exhaa^ted in accord- 

11 ance with rules prescribed by Farm Credit Administrtiliim. 

12 Sec. 3.13. Taxation.— Each liank for cooperatives and 

13 its obligations are instrumentalities of the United States and 

14 as such imy and all notes, debentures, and other obligations 

15 issued by such bank shall be exempt, both as to principal and 
1^ interest from all taxation (except surtaxes, estate, inherilance, 

17 and ^ft taxes) now or hereafter imposed by the I'nitcd 

18 States or any State, territorial, or local taxing authority. 

19 Sucih banks, their property, their franchises, capital, reserves, 

20 surplus, and other funds, and their income slintl be exempt 

21 from all taxation now or hereafter imposed by the United 

22 States or by any State, tenitorial, or locjil taxing authority : 

23 except that interest on the obligations of such banks shall bo 

24 subject only to Federal incflm« taxation in the bands of the 

25 holder thereof pursuant to tlie Public Debt Act of 1941 (-ll 
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1 U.S.C. 742 (a) ) and except that any real and tangible per- 

2 .simat property tif siioh Wnks shall be subject Ui Federal, 

3 State, territorial, and liwal tnxatuui to llie same extent an 

4 siiiiiliir propt'rtx' is tuxed. Tbo exeinptioii pni^'ided in the 

5 pretwliug sentfnt* shall ap|ily tinly ftir any year or part 

6 thereof in which stuck in the bank for ciHiperiUives is LeH 

7 by the (iovenior of (be Fanii Credit Adtniilistrtitiim. 

8 TITLE iV-PROVISIONS APPUCABLE TO TWO OR 

9 >IOEE CLASSES OF INSTITUTIONS OF THE 

10 SYSTEM 

11 Pabt A— Funding 

12 Skc. 4.0. Stock PuRCH.iSED iiv Uovee.\ob; Ketire- 

13 mext; FitAscuiai-! Tax; Kevolving Fund.— {a) The 
Fed«nil land Imnks, the Federal int^nnediate credit banks, 
the banks for ciHipcratives, and aubject tu section 2.i::l(d), 
ihe production credit associations may is«iie atock which may 
be iwirchawd l)y the (lovemor of the Farm Credit Adminis- 
Irntion on bphalf of the United States an a tt-niporary invest- 
ment in the stock of the institution to help one or several of 
the banks or associations to meet emergency credit needs of 
borrowers. The ownership of such stock shall be deemed to 
not change the status of owner^ip of the banks or associa-' 
tions, but during the time such stock is outstflndmg, the. 
(tertlnent provisions of the Government Cor{k>mtiba ControS. 
Act ^all be applicable. 



18 
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1 (b) The Governor shall require the retirement of siuch 

2 ^ck at siidi time u in his opimon ^e bank or associatiou 
^ has resources avfulable therefor and the need for such tem- 
4 porary investment is redaoed or no longer exists. If the 
^ Govomor determines that a production credit assuciatioii 

3 does not have resources available to retire stock held by 

7 him, but in his judgment, the Federal intermediate credit 

8 bank of the district has resources available to do so, the Gov- 

9 emor may require such bfuik to invest in an equivalent 
^^ amount of nonvoting stock of smd assotnation and the assn- 
1^ ciation then shall retire the stock held by the Governor. 

12 (o) For any year or part therectf in which the Governor 

13 holds any stock in an institution of the System, such insti- 

24 talion after complying with sections 1.17, 2.6, 2.14, 3.12. 

25 respectively, and before declaring any dividends or patronage 
2g distribution, shall pay to the United States as a francliisc 
17 tax a sum equal to the lower of 25 per centum of its net 
Ig earnings for the year or a rate of return on such temporary 

19 investment calculated at a rate determined by the Secretary 

20 of the Treasury equal to the average eimual rate of interest 

21 on all public issues of debt obligations of the United States 

22 issued during the fiscal year ending next before such tax is 

23 due, multiplied by the percentage that the number of days 

24 such stO(^ is outstanding is of three hundred and sixty-five 

25 days. Sudi payments shall be deposited in the miscellaneous 

26 receipts in the Treasury. 
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1 Sec. 4.1. Rbvolvinq Funds and Government 

2 Deposits.— (a) The revolving fund established by PubHo 

3 Law 87-343, 75 Stat. 758, as atnended, Bhall be available 

4 at tLe request of the Governor of the Farm Credit Admin- 

5 istmtion for bts temporary inveRtment in the stock of any 
3 Fcdcrol intermediate credit banks or production credit aa- 
7 i4oeintii>ns ns provided in section 4,0 and for any other puiv 
S pose authoiized by said Act. Funds received from the partial 
^ or the full retirement of such inventmcnts shiiU be deposited 

10 in this revolving fund. 

11 (h) The revolving fund established by Public Law 

12 87-494, 76 Stat. 109, as amended, shall be avmlable at the 
1^ request of the Governor of the Farm Credit Administration 

14 for his temporary investment in the stock of any bank for 

15 cooperatives as provided in section 4.0 of this Act. Funds 
l(> received from the partial or full retirement of such invest- 

17 ments shall be deposited in this revolving fund. 

18 (c) The Secretary of the Treasury is authorized, in hia 

19 discretion, upon the request of the Farm Credit Admimstra- 

20 tion, to make deposits for the temporary use of any Federal 
^1 land bank, out of any money in the Treasury not o&erwise 
^^ appropriated. Such Federal luid bank shall issue to the Sec- 
^^ retary of the Treasury a oertjficate of indebtedness for any 
^ such deposit, bearing a rat« of interrat not to exceed the cur- 
•^ rent rate charged for other Government deposits, to be 
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1 secured by bonds or other cuUateral, to the satisfaotiuu of the 

2 Secretary of iJie Treasury. Any sach oertific&te shall be 

3 redeemed and paid by such land batik at the discretion of the 

4 Secretary uf the Treasury. The aggregate of all sums so 
3 deposited by the Secretary of the Treasury shall not exceed 
t> the sum of $6,000,000 at any one time. 

7 Sec. 4.2. Powbb To Borhow; Ihsub Notes, Bonds, 

8 Debbntuees, and Othbe Oblioations. — Each of the 
^ banks of the System, in order to obtain funds for its anthor- 

^"^ ized purposes, sJiall have power, subject to supervision of the 

^^ Farm Credit Adniinistraiion, to-^ ■ ' 

^ {a) Borrow moDey from or loaa to any other institii- 

^^ tioii of the System, borrow from any commercial bank or 

other lending institution, issue its notes or other evidence of 

debt oh its own individual responsibility and full faith ami 

' credit, iind invest its excess funds m such sums, at such times, 

and on such terms and conditions as it may det«rmiiH', 

(b) Issue its own notes, bonds, debentures, or other 
similar obligations, fully collateralized as provided in section 
4.3(b) by the notes, mortgager, and security instruments it 
holds in the performance of its functions under this Act in 
such sums, maturities, rates of interest, and terms and coiidi- 
" tions of each issue as it may determine with appr<»val of the 
Governor, v; ' ' 
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1 (c) Join with any or all b&nka organized and operating 

'i under the same title of thiti Act in borrowing or in issuance 

3 of consolidated notes, bondtt, debentures, or other obligations 

4 as may be agreed with approval of the Governor. 

^ (d) Join with other banks of the System in issuance of 

6 System-wide notes, bonds, debentures, and other obligations 

^ in the manner, form, amounts, and on such terms and cendi- 

^ tious as may be agreed upon with approval of the Governor, 

y Such System-wide issue by thp participating banks and such 

lU participations by each bank shall not exceed the limits to 

11 which each such bank is subject in the issuance of its indi- 

1^ vidual or consolidated obligations and each such issue shall 

13 be subject to approval of the Governor. 

11 Sec. 4.3. Agueegatb ov Oblwations; Collat- 

1 ' ERAL.' — (a) No issue of long-term notes, bonds, debentures, 

"> or other obligations by a bank or banks shall be approved in 

I'' an amount, which, together with the amount of other bonds, 

1^ debentures, long-term notes, or other ijiuiikr obUgations is- 

1^ sued aud outstanding, exceeds twenty times the capital and 

■^ surplus of all the banks which will be primarily liable on the 

"^1 proposed issue, or such lesser amount as the Farm Credit 

'■^^ Administration shall estabhsh by regulation. 

ii3 |b) Each bank shall have ou hand at the time of issu- 

24 nuce iif any long-teim notes, bonds, debentures, or. other 

'^^ similar obligations and at all times thereafter maintain, free 
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■|^ from any lien or other pledge, uotee and other obligations 

2 r^resenting loans made under the authority of this Act, 

3 obligatione of the United States or any agency thereof direct 

4 or fully guaranteed, oUier readily marketable securities 

5 approved by the Farm Credit Administration, or cad, in an 

6 aggregate value equal to the total amount of long-term notes, 

7 bonds, debentures, or other similar obUgations outstanding 

8 for whioh the bank is primarily liable. 

9 Sec. 4.4. Liability of Banks; United States Not 

10 Liable.— (a) Eadi bank of die System shall be fally Iial)le 

11 on notes, bonds, debentures, or other obligations ixsued by 

12 it individually, and shall be Uable for tlie interest payments 

13 on long-term notes, bonds, debentures, or odier obligations 

14 issued by other banks operating under (he same title of this 

15 Act. Each bank shall also be primarily liable for the portion 

16 of any issue of consolidated or System-wide obligations made 

17 on its bdalf and be jointly and severally Hable for the pay- 

18 ment of any additional sums as called upon by t^e Farm 

19 Credit Administration in order to make payments of interest 

20 or principal which any bank primarily liable therefor shall 

21 be nnable to make. Such calls shall be made first upon the 

22 other banks operating under the same title of diis Act as ibe 

23 defaultmg bank, and second upon banks operating under 

24 other titles of this Act, In proportion to the capital, surplus, 

25 bonds, debentures, or other obhgations which each may have 

26 outstandmg at the time of such assessment. 
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1 (b) Each bank participating in aa issue shall by appro- 

2 priate resoluti<Hi undertake sucli respoimbility as provided m 

3 subsection (a) , and in the case of consolidated or Bystem- 

4 wide obligations ^lall autiiorize the Governor to execute sudi 

5 long-term notes, bonds, debentures, or other obligations on 

6 its behalf. When a consolidated or System-wide issue is ap- 

7 proved, the notes, bonds, debentures, or other obligations 

8 shall be executed by the Governor and the banks shall be 

9 liable {hereon as provided herein. 

10 (c) The United States shall not be liable or a^ume any 

11 liabihty directly or indirectly thereon. 

12 Sec. 4.5. Finance Committee.— There shall be ©stab- 
le lisbed a finance committee for the banks organized and op- 
jij erated mider titles I, II, and III, respectively, of this Act, 
., composed of the presidents of each bank. Ea<^ such com- 
.g mittee may have such officers and such subcommittees for 
yj such terms and such representation as may be agreed upon 
-,a between the banks. When appropriate to the performance 
29 of their function, the subcommittees, or representatives 

20 thffl^of, of the various banks shall constitute such subcom- 

21 mittees in connection with System-wide issues of obligations. 

22 The finance committees and subcommittees acting for the 

23 banks of the System shall, subject to approval of the Gov- 

24 emor, determine the amount, maturities, rates of mterest, 

25 and participation by the several banks in each issue of joist, 

26 consolidated, or System-wide obUgations. 
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1 Sec. 4.6. Bonds as Invesxmbnts.— The bonds, deben- 

2 tures, and other similar ubligatiouii issued under the author- 

3 ity of this Act shall he lawful investments for all fiduciary 
^ and trust funds iind iriay be accepted au security for all 
^ public deposits. 

^ Sec. 4.7. Pubchase and Sale by Federal Resebve 
"^ System. — Any member of tbe Federal Reserve System 
° may buy and sell bonds, debentures, or other similar obli- 
^ gations issued under the authority of this Act and any Fed- 
eral Reserve bank may buy and sell such obligations to the 
same extent and subject to the stune limitations placed upon 
the purchase and sale by said banks <A State, county, dis- 
trict, and municipal bonds under section 355 of title 12, 
United States Code. 

Sec. 4.8. Pubchase and Sale op Oblkiations. — 
Each bank of the System may purchase its own obligations 
and the obligations of other banks of the System and may 
provide for the sale of obligations issued by it, consolidated 
obligations, or System-wide obligations through a fiscal 
agent or agents, by negotiation, offer, bid, syndicate sale, 

and to deliver such obligations by book entry, wire transfer, 

22 

or such other means as may be appropriate. 

23 

Sec. 4.9. Fiscal Agency.— A fiscal agency shall be 

24 

established by the banks for such of then* functions relating 

to the issuance, marketing, and handling of their obligations, 
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1 and interbank or iiitersystem flow of funds as may from 

2 time to time be rc<|uired. 

3 Part B— Dissoi.ution and Merger 

4 Sec, 4.10. Meborb of Similab Banks. — Banks or- 

5 gnnixed or operniing under titles I, 11, or III, respectively, 
^ mtiy, upon appn>val of a majority of their stockholders and 
'^ tlie Fann Credit Administration, merge with banks in other 
^ districts operating under the same title of this Act. 

^ Sec. 4.11. BoAKD OF Dibbctors for Mbbgfj) Bank.— 

^** In the event of merger of two or more banks to serve bor- 

11 rowers in more than one farm credit district, a separate board 

1^ of directors shall be created for the resulting merged bank. 

13 The board thus created shall be composed of two directors 

1* elected by the district boards, at least one of which ahaJl have 

1^ been elected by the eligible stockholders of or subsciibers to 

1^ the guaranty fund of the merging banks, and one director 

1" appointed by the Governor with the advice and consent of 

1*^ the Federal Fann Credit Board. Notwithstanding the fore- 

l'* going, the bylaws of the merged bank may, with the ap- 

^^ proval of the Farm Credit Administration, provide for a 

^^ Afferent number of directors selected in a different manner. 

^^ The board so cimstituted shall have such separate and dis- 

^ tinct powers, functions, and duties as are normally exercised 

^ by a district board related to the operations and policies of 

^ the banks which were merged. 
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1 Sbc. 4.12. DiBSOLUxioN; Voluntary Liquidation; 

2 MbbgerS; Rbcbivebships; and OonSbevatobs,— (a) No 

3 institutioii of the System shall go into volontary liquidation 
^ without the oonaent of the Farm Credit Administoition and 

5 with such consent may liquidate only in accordance with reg- 

6 Illations prescribed by the Farm Credit Admimstrotion. 
^ Associations may voluntarily merge with other lite associ- 

8 ations upon the vote of a majority of each of tteir stock- 

9 holders present and voting or voting by written proxy at 

10 duly authorized meetings, and with the approval of the 

11 supervi^ng bant and the Farm Credit Administration. The 

12 Governor of the Faxm Credit Administmtion m^y require 
1^ such merger whenever he determines, ndth the concurrence 

14 of the di^ct board, that an association has failed to meet its 

15 outstanding obligations, failed to provide adequate credit 

16 services at reasonable cost, or failed to conduct its operations 

17 in accordance vrith this Act. 

18 (b) Upon default of any obligation by any institution 

19 of the System, such institution may be declared insolvent 

20 and placed in the hands of a conservator or a receiver ap- 

21 pointed by the Glovemor and the proceedings thereon shall 

22 he in accordance with regulations of the Farm Credit Ad- 

23 ministration regarding such insolvencies. 
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1 TITLE V— DISTRICT AND FARM CREDIT 

2 ADMDfiaTRATION ORGANIZATION 

3 Paet A— Dbtmct Oboanizaiion 

1 Sec. 5.0. Gbbation of Dibtbicts.— There shidl be not 

5 more than twelve form credit districts in the United States, 

6 which may be designated by number, <Hie of viiidi patriots 
^ shall indade the Commonwealth of Puerto Rico. The bound- 
3 ariee of the twelve farm credit distriotis existing on the date 
^ of enactment of this Act may be readjusted from time to time 

^^ in the discretion of the Federal Farm Credit Board, and two 

^^ or more districts may be merged as provided in section 

12 5.18(1). 

13 SbC. 5.1. DiBTBIOT BOABDS OF DiSBOTtffiS; MbHBEB- 

14 ship; Bligibilitt; Thbms.— (a) There shall be in each 

15 farm credit district a &rm credit board of directors OHoposed 

16 of seven members. Each farm credit district board may in- 
1*^ dude in its title the name of tlie city in wMch the banks of 
18 the System for the district are located or other geographical 
1^ designation. 

20 (b) To be eli^ble for membership on a farm credit dis- 

23 trict board a person must be a ratizen of the United States 

22 for at least ten years, and a resident of the district for at least 

23 two years. 
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1 A person shall not bo eligible who — 

2 (1) is or has, within one year next preceding the 

3 date of election or appointment, been a salaried officer 

4 or employee of the Farm Credit Admini^ration or of 

5 any institution of the System ; 

6' . (2) has been convicted' of a felony or adjudged 

7 liable in'damages for fraud ; or > 

^ (3) If there Ir at the time of his election another 

^ resident :of the same State who was elected to the dis- 

^^ trict board by tlie same electorate, except where a 

11 district embraces only one State. 

12 No director of a district boai'd sliall be eligible to con- 

13 tinue to serve in that capacity and his office shall become 
vacant if, after his election or appointment as a member of 
a district board, he continues or becomes a Varied ofiicer or 
employee of the Farm Credit Administration, of any 
institution of the Syst«n, or. a mem1)er of the Federal Farm 
Credit .Boajrd, or if he beoranes legally incompetent or is 
finally convicted of a felony or held liable in damages fOr 

' fraud. In any event, no director shall^ within one year after 
die date when he «eases to be a member of the board, be 
elected or designated to serve as a salaried employee of any 
bank or joint employee of the district for which he served as 
director. 

(c) The terms of district directors shall be for three 
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1 yenrs, except that the terms of appointed directors may be 

2 for a shorter or longer term to permit the staggering of gudi 

3 appointments over a three-year period but in no event shaD 

4 such appointed director be eligible to serve for more than 

5 two full tenns. 

6 Sec. 5.2. Samb; Nomination; Election; Appoint- 
1 MBNT. — (a) Two of the district directors shall be elected 
8 by tlie Feder^ land bank associations, two by the production 
^ credit associations, and two by the borrowers from or sub- 

^^ scribers to the guaranty fund of the bank for cooperatives. 

^^' The seventh member shall be appointed and may be re- 

^^ moved by the Governor with the advice and consent of the 

13 Federal Farm Credit Board. 

(b) At least two months before an election of an eleet^ 
cd director the Farm Credit Administration shall cause no- 
tice in writing to be synt to those entitled to nominate can- 
didates for sucli elected director. In the case of an election 
of a director by Federal land bank associations and borrow- 
ers through agencies, such notice shall be sent to all Federal 
land bank associations and borrowers through agencies in 

tho district; in the case of an election by production 4»edit 

22 

assoctntions, such notice shall be sent to all production credit 

23 

nssocintions in the district; and tn the case of an electJon 
24 

by cooperatives which are voting stockholders or subscribers 
25 

to the guaranty fund of the bank for cooperatives of the 
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1 district, siich notice shall be sent to all cooperatives which 

2 are eligible, voting stoukholders or Bubscribers to the guar- 

3 antj fond at the time of sending the notice. The notice in 

4 the case of associations shall state the number of votes the 

5 board of each asaodation is entitled to cast for nomination 
B and election based on the voting stockholders of the asso- 
"^ oiation as detonnined by the Farm Credit Administration as 
8 aear as practicable to the date of the notice. After receipt 
^ of sach notice those entitled to nominate a director shall 

^^ forward nominations to the Farm Credit Administration. 
^^ ISie Farm Credit Administration shall from the nomioa- 
■^ tions received within sixty days after it sends such notice, 
^^ prepare a list of candidates for such elected du^ctor, con- 
sisting of the three nominees receiving the highest number of 
votes, except that for elections t^ fill vacancies the Farm 
Credit Administration may specify a shorter period than 
sixty days but not less than thirty days. 

(c) At least one month before the election of nn elected 
director, the Farm Credit Administration shall mail to each 

person or organization entitled to elect the elected director a 

21 

list of the three candidates receiving the highest number of 

22 

votes from those nominated in accordance with subsection 

23 

(b) . In the case of an election of a director by the Federal 



25 

rowers through agents, the directors of each land bank asso- 
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1 ciation shall oast the vot« of such associ&tion for one of the 

2 candidates on the list. Each association shall be entitled to 

3 cast the number of votes spedfied in the notice prior to the 
^ Domination poll as determined by the Fann Credit Admin- 
^ istration to he the number of voting stockholders of each 
^ association, and each direct borrower and borrowers through 
"^ agents shall be entitled to cast one vote. Each production 
^ credit association shall be entitled to cast t^e number of votes 
^ specified in the notice of nomination poll as determined by 

the Farm Credit Administration to be equal to the number 
of voting stockholders of such association. Each cooperative 
which is the holder of votbg stock in or a subscriber to the 
guaranty fund of the bank for cooperatives shall be entitled 
to cast one vote except as provided in sul>section 3.4 (d). 
The votes shall be forwarded to the Farm CrecUt Adminis- 
tration and no vote shall be counted unless received by it 
within sixty days after the sending of such list of candidates, 

except that for elections to fill vacancies the Farm Credit 

19 

Administration may specify a shorter period than sixty days 

but not less than thirty days. In the case of a tie another 

21 

runoff election between those tying shall be held. 

Seo. 5.3, DiSTBicT DntBCTOES CoNariTUTE Boards 
23 

OF BiBGCTOBS FOB FbDEBAL LaND Banks, FbdeBAL 
24 

Intebmbdiatb Credit Banks, and District Banks 
25 ■' 

FOB COOPBRATIVES. — The members of each farm credit 
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J distriot board of directors shall be and shall have all the 

2 (imetions, powers, and duties of direotors (or the Federal 

3 land banks, the Federal intermediate credit banks, and the 
^ district banks for cooperatives in their respective districts. 
5 8eo, 5.4. DiSTBiCT Board Officees.— Each farm 
g. credit district board shall elect from it« members a chnii-raan 
7 and a vice chairman and shall appoint a secretary from 
g within or without its membership as it may see fit. The 
g churman, vice chainnim, and secretary shall hold office for 

10 a term of one year and until their successors are selected and 

11 take office. 

12 Sec. 5.5. Compensation of Distbict Board.— Mem- 

13 hers of e&di fann credit district board f^iall receive compen- 

14 sadon, including reasonable allowances for necessary ex- 

15 penaes, in attending meetings of tbe board as ^strict board 

16 uid as directors of the district banks including travel time. 
IT The compensation shall not he in excess of the level set by 
is tlie Farm Credit Administration. In addition to attending 

19 said meedngs, a director may not receive conipensation and 

20 allowances for any services rendered in his capadty as di- 

21 rector or otherwise for more than thirty days or parts of dnys 

22 in any one calendar year without the approval of the Farm 

23 Credit Admimstratica!* 

24 Sec. 5.6. POWBKS OF THE DiSTEICT FaBM CeBMT 

25 BOABD.— (a) Each farm credit district board shall have 

26 power to — 
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1 (1) Act as the board of directors for the district and of 

2 tliH several banks of tlie System in the district. 

3 (2) Provide rules and regulations, govemiog the banks 

4 and associations in the district, not iaconsktent wiUi law. 

5 (3) Elect or provide fur joint officers and employees 

6 for the banks in its district which are institutions of the Sys- 
"^ teni or, upon agreement with banks in other districts, joint 
^ oflicers and employees of institutions in more than one dis- 
^ trief. The salary or other comp^isatlon of all such joint offi- 

^^ cers and employees and the allocation thereof between &b 
^^ banks shall be fcicd by the district farm credit board. Officers 
and employees elected or provided for by the district Ifixm 
credit buaid, whether separiite officere and employees of the 
inistitutiuD!< or joint officers and employees, shall be officers 
and employees of the district institutions served by them. 
Employment, compensation, leave, retirement, except as 
provided in subsection (h) of this section, hours of duty, 
and all other conditions of employment of such joint dfficers 

and employees and of the separate officers and employees 

20 

of the institutions in the district provided for by the board 

21 

of directors shall be without regard to the provisions of title 
22 

5 of the United States Code relating to sudi matters, hut all 
23 

such determinations shall be consistent with the law under 
24 

which the banks are organized and operate. Appointments, 
25 

promotions, and separations so made shall be based on merit 
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1 and effitneney and no political test or qualification shall be 

2 permitted or given consideration. The limitations against 

3 political activity and conflict of interest of audi officers and 

4 employees shall be in accordance with rules and regulations 

5 prescribed by the Farm Credit Administration. 

^ (4) Authorize the acquisition and disposal of such prop- 

"^ erty, real or personal, as may be necessary or convenient for 
^ the transaction of the business of the banks of the System 
^ located in its district, upon such terms and conditions as it 
^^ idiall fix, and to prorate among such banks the cost of pur- 
chases, rentals, construction, repairs, alterations, mainte- 
^ nance, and operation, in such amounts and in such manner as 
" it shall determine. Any lea^, or any contract for the pur- 
chase or sale of property, or any deed or conveyance of 
property, or any contract for tbe construction, repair, or 
aJteration of buildings, authorized by a district farm credit 
board under this subsection shall be executed by the officers 
of the bank or banks concerned pursuant to the direction of 
sudi board: No provision of law relative to the acquisition or 
disposal of property, real or personal, by or for the United 
States, or relative to the making of contracts or leases by or 
for tbe United States, including tiie provisions set out in titles 
40 BnA 41, and including provisions applicable to corpora- 
tions wholly owned by the United States, shall be deemed 
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1 ance, or contract authorized or made by a district farm 

2 credit Ijoard or the banks of the System under this 

3 sulmectivn. 

4 (5) Autborize, with the approval of the Farm Credit 

5 Administration, agreements for the provision of joint services 

6 between mstitutions of the Sjslfim in the district and between 

7 dlstricba for those bank and assodation bmctions and for 

8 those services to borrowers wMdi can most effectively be 

9 perfonned by joint undertakings of the district or districts, 
1*^ consistent with the provisions of this Act. 

11 (6) Porraulate broad policy considerations concerning 

1^ the funding operations of the banks in the district and, in 
1^ concert with the other district boards, furnish unified long- 
^^ range policy guidance for the funding of the System. 
1^ (b) The provisions of subsection (a) of this section 

1*" are quithfied as follows: 

1" ( 1 ) Each officer and empk>yee of the banks of the Sys- 

^° tcm who, on December 31, 1959, was within the purview 
of the Civil Service Eetirement Act, as unended, shall con- 
tinue so during his continuance as im officer or employee 
of any of such banks or of the Farm Credit Admini^raUoa 
without break in continuity of service. Any other ofScer or 
employee of such banks and any other person entering npcm 
employment with any sudh banks after December 31, 1959, 
^ shall not be covered under the civil service retirement sys- 
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1 tern by reason of sucb employment, except that ( 1 ) a per- 

2 son who, on December 31, 1959, wtia within the purview 

3 of the Civil Service Retirement Act, as amended, and there- 
1 after becomes an officer or employee o[ any such banks 

5 without break in continuity of service shall continne under 

6 die civil service retirement system during his continuance 

7 as an officer or employee of any of such banks without 

8 break in continuity of service and (3) a person who has 

9 been within the purview of said Act as an officer or em- 
10 ployee of such banks and, after a break in such employment, 
1^ again becomes an officer or employee of any of such banks 
12 ]uay elect to continue under the civil service retirement 
^3 system during his coutinuauce as such officer or employee 
" by so notifying the Civil SeiTice Commission in writing 
^^ within thirty days after such reemployment, 

16 (2) Each of the banks of the System shall contribute to 

^'^ the civil service retirement oud disability funil, for each Hscal 

^^ year after June 30, 1960, a sum as provided by section 4 (a) 

■'^ of the Civil Service Retirement Act, as amended, except 

^^ that such sum shall he determined by applying to the total 

^^ basic salaries (as defined in that Act) paid to the employees 

of said banks who arc covered by that Act, the per ctaitum 

rate determined annually by the United States Civil Service 

Commission to be the excess of (he total normal cost per 

' centum rate of the pivil sen'ice retirement system o«er the 
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1 employee deduction rate specified in such section 4 (a) . Eadi 

2 bank stiall also pay into the Treasury as miscellaneouB receipts 

3 such portion of the cost of administratioD of the fund as is 

4 detennined by die Unitsd States Civil Service Commission 

5 to be attributable to its employees. 

6 Past B— Paem Ckbdxt Administration Obqanization 
"^ Sec. 5.7. The Faem Cekdit AuMiNisTEATroN.— The 
° Farm Credit Administration shall be an independent agency 
^ in the executive branch of the Government. It shall be com- 

^^ posed of the Federal Farm Credit Board, the Governor of 
■^^ the Farm Credit Adwinistnition, and such other personnel as 
are employed in carrying out the functions, powers, and duties 
vested in the Faim Credit AdministralJon by this Act. 

Seo. 5.8. The Federal Farm Cbedix Boaed; Nom- 

INATION AND APPOINTMENT OF MbMUERS ; ORGANIZATION 

AND Compensation. — (a) There is establi3h«d in the Farm 
Credit Administration a Federal Farm Credit Board. The 
Board sbaU consist of not more than thirteen members, one 
of whom shall be desigDat«d by the Secretary of Agriculture. 
!nie remMider of the Board shall be appointed by the Presi- 
dent, with the advice and consent of the Senate, one from 
each farm credit district, to be known a» iJie appomted 
members. 

(h) In making appointments to the BoM-d, the^Preri- 
deut shall have due regard to a fair representation of the 



DininzedhyGoOt^le 



1 public interest, tlie welfare of all fanners, and the various 

2 types of cooperative credit interests in the Farm Credit 

3 System, with special consideration to persons who are ex- 
^ perienced in cooperative agricultural credit, taking into con- 
^ sideradon the lists of nominees proposed by the Farm Credit 
® System as hereinafter provided. 

" {c) Each appointed member of the Board shall have 

° been a citizen of the United States and shall have been a 
resident of the district from which he was appointed foi' 
not less than ten years next preceding his appointment, and 
the removal of residence from tlie district shall operate to 
terminate Iiis membership on the Board. No person shall 
be eligible for nomination or appointment if within one year 
next preceding the commencement of his term he has been 

a salaried officer or employee of the Farm Credit Admin- 
16 . . 

istratioD or a salaried officer or employee of any institution 
17 

of the Farm Credit System, Any person who is a member 
18 

of a district farm credit board when appointed as a member 
19 

of the Federal Fann Credit Board shall resign as a member 
20 

uf the district board befoix; assuming his duties as a memlter 
21 

of the Board. No person who becomes an appointed mem- 
22 

ber of the Board shall be eligible to continue to serve m 
23 

such capacity if such person is or becomes a member of a 
24 

district farm credit board, or an officer or employee of the 
25 

Farm Credit Administration, or director, officer, or em- 
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1 ployee of any institution of the Farm Credit System. No 

2 director shall, within one year after the date when he ceases 

3 to be a member of the Board, be elected or designated to 

4 serve as a salaried officer or employee of any bank, joint 
" officer or employee, or oflicer or employee of the Farm 
^ Credit Administration. 

' (d) The Secretary of Agriculture shall designate one 

* member of the Board to serve at the pleasure of the Secre- 
^ tary. He shall be known as the Secretary's Representative 
^^ on the Board. He shall be a citizen of the United States and 
shall have been a resident of the United States for not less 
^ than ten years preceding his designation on the Board. No 
^° person shall be de^gnated by the Secretary if such person is 
a member of a farm ovdit disbict board, ao officer or em- 
ployee of the Farm Credit Administration, or an officer or 
employee of any institution operaliiig under the supervision 
of the Farm Credit Administration, The Secretary's Repre- 
sentative shall not be eligible to serve as Choiiman, Vice 
Chwrmaa, or Secretary of the Board but shall othei-wise 
possess all the rights and privileges of membership on the 
^^ Board. 

(e) The term of office of the appointed members of the 
Board shaU be six years and such members shidl serve imlil 
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1 thtiu oue full tenn of six years and, in addition, if he is ap- 

2 pointed to £11 the unexpired portion of oue term expirinf^ 

3 hefore Ms appointment to a full term, he may be eligible 

4 thereafter for appointment to fill a full term of six years. 

5 All vacandea for the offices of appointed membei's shall 

6 be filled for the unexpired portion of the term upon like nom- 

7 inadons and like appinntments : Provided, however, That 

8 the district hoard of directors may select a representative to 

9 meet nith the Board, without the right of vote, prior to the 
W filling of a vacancy occasioned by death, resignation, dis- 
^^ ability, or declination in the office of member from that dis- 
^2 trict, under rules and regulations prescribed by the Board. 
^^ (f) A list of nominees for appointment as an appointed 
^* member of tlie Boiird shall he presented to the President 

for consideration in the filling of any office of Board member. 
The list shall be composed of one selected by each voting 
group In the district iu which the member's term is ^out to 
expire or in whidi a vacancy occurs, determined in accord- 
ance with the procedure prescribed in section 5.2 of this title 
for the nomination and election of members of a district farm 
credit board, except that the list of candidates for appoints 
ment shall be the two nominees of each voting group receiv- 
ing die highest number d votes. 

(g) The members of the Board ^lall meet and subscribe 
the oath of office and annually organize by tiie election of a 
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1 Chairman and Vice Chiurman. The Board shall appoint a 

2 Secretary from within or without the membership. Sudi 

3 officers of the Board shall serve for one year and until their 

4 snccessors are selected and take office. The Board may Ainc- 

5 tion notwithstanding vacancies exist, provided a quorum is 

6 present. A quorum sholl consist of a majority of all the mem- 
"^ hers of the Board, for the transaction of business. The Board 
§ sBall hold at least four regularly scheduled meetings a year 
^ and such additional meetings at such times and places as it 

may fix and detei-mine. Such meetings may be held on the 
call of the Chairman or any three Board members. 

(h) Each of the Board members shall receive the sum 
of $100 a day for each day or part thereof in the perfcmn- 
once of his official dudes at regular and special meetings of 
the Board and regular and special meetings of district 
boards. In addition to attending said meetings, members 
may receive compensation for services rendered as member 
for not more than thirty days or parts of dajrs in any calen- 
dar year, and shall be reimbursed for necessary travel, sab- 
sistence, and other expenses in the dischai^e of their official 
duties wltbont regard to other laws wit]i respetA to allow- 
ance for travel and subsistence of officers and employees of 
the United States. The Secretary's representative if be is a 
full-time officer or employee of the United States shall re- 
ceive no additional compensation for his official duties on 
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1 the Board, but may receive travel and subsistence and other 

2 expenses. 

3 (i) The Board shall adopt such rules as it may see fit 

4 [or the transaction of its business, and shall keep permanent 

5 records and minutes of its acts and proceedings. 

6 Sec. 5.9. Powebb of the Boabd.— The Federal Paim 
"^ Credit Board shall establish the general policy for the guid- 
^ ance of the Farm Credit Administration and the Farm 
^ Credit System in carrying out this Act; may require such 

^^ reports as it deems necessary from the institutions of the 
^^ Farm Credit System; provide for the examination of the 
^ condition of and general supervision over the performance 
^ of the powers, functions, and duties vested id each such 
" institution, and for the performance of all the powers and 
^ duties vested in the Farm Credit Administration or in the 
Governor which, in the judgment of Uie Board, relate to 
matters of broad and general supervisory, advisory, or pol- 
^° icy nature. The Board shall function as a unit without dele- 
gating any of its functions to individual members, but may 
appoint committees and subconmiittees for studies and re- 
ports for consideration by the Board. It shall not operate in 
an administmtive capacity. 

Sec. 5.10. Govbbnoe; Appointment; RBBPONSiBm- 
TiES. — 'Hie Governor of die Farm Credit Administration shall 
be appointed by and serve at the pleasure of the Federal 
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1 Fann Credit Board. He shall be respousible, autiject to the 
^ general supervision and direction of the Board as to matters 
3 of a broad and general supervisory, advisory, or policy 
i nature, for the execution of all of the administrative firnc- 

5 tions aiid duties of the Farm Credit Administration. During 

6 any period in which the Governor holds any stock in any 
"^ of the institutions subject to supervision of the Farm Credit 
^ Administration, the appointment of the Governor shall be 
^ subject to approval by the President and during any such 

^" period the President shall have the power to remove the 

^^ Governor. 

^2 Sec. 5.11. Compensation; Salaby and Expense 

^^ Allowance. — ^1%« compensation of the Governor of the 

" Farm Credit Administration shaJl be at the rate fixed in the 
Executive Pay Schedule. The Board shall fix the allowance 
for his necessary travel and subastence expenses or per diem 
in lieu thereof. 

^^ Sec. 5.12. CoMPLLiNCE With Boaed Obdbss.— It 
shall be the duty of the Governor of the Farm Credit Ad- 
ministration to comply with all orders and directions which 
he receives from the Federal Farm Credit Board and, as 
to third persons, all acts of the Governor shall be condu- 
^vcly presumed to be in compliance with the orders and 
directions of the Board. 

^^ Sec. 5.13. Faem Cbedit Organization.— "Hie Gov- 
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1 emor of the Farm Credit Administration is authorized, in 

2 canying out the powers and dntles now or hereafter vested 

3 in bim by this Act and acts supplementary thereto, to estab- 

4 lish and to fix the powers and the duties of such divisions and 

5 instrumentalities as he may deem necessary to the efficient 

6 functioning of the Fann Credit Administration and the suc- 
"f cesaful execution of the powers and dudes so vested in the 
^ Qovemor and the Farm Credit Administration. Hie Gov- 
^ emor shall appoint such other personnel as may be necessary 

^^ to carry out the functions of the Farm Credit Administra- 

11 ti<m: Provided, That the sahuy of positions of Deputy Qov- 

1^ emors shall not exceed the maximum scheduled rate of the 

13 general schedule of the Classification Act of 1949, as 

" amended. The powers of the Qovemor may be exercised and 

performed by him through such other officers and employees 

of the Farm Credit Administration as he shall designate. 

1' Sbo. 5.14. Seal.— The Farm Credit Administration 

shall have a seal, as adopted by the Governor, whidi shall 

be judicially noted. 

Sec. 5.15. Administrativb Expenses.— The Farm 
Credit Administration may, within the limits of funds avail- 
able therefor, make necessary expenditures for personnel 
services and rent at the seat of Government and elsewhere; 
contract stenographic reporting services; purciiase and ex- 
change Uw books, books of reference, periodicals, news- 
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X papers, expenses of attendance at meetings and conferences; 

2 purdiase, operation, and maintenance at the seat of Oot- 

3 enunent and elsewhere of motoivpropelled passenger-cany- 

4 ing vehicles and other vehicles; printing and binding; and 

5 for such other facilities and services, including temporary 

6 employment by contract or otherwise, as it may from time 

7 to time find necessary for the proper administration of thb 

8 Act. 

9 Sec. 5.16. Allocation op Expenses foe Aduinis- 

10 TRATIVE SEEVICBS BY THE FaKM CEBDIT AdMINISTRA- 

11 tion; Disposition op Money.— (a) The Farm Credit 
^ Administration shall prior to the first day of each fisciJ year 
13 estimate the cost of administrative expenses for the eosning 
^* fistal year in administering this Act, including official fune- 
^ lions, and shall apportion the amount so determined among 
^^ the institutions of the System on suiii equitable basis as Ibe 
^" Administration shall determine, and shall assess against and 

collect in advance the amount so apportioned from the insti- 
tutions among which die apportionment is made. 

(b) The amounts collected pursuant to subsection (a) 
of this section shall be covered into the Treasury, and 
credited to a special fund, which fund is authorized to be 
appropriated to said Administration for expenditure during 
each fiscal year for salaries and expenses of said Administra- 
tion as set forth in an appropriation act or acts. As soon as 
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1 practicable after the end of each such fiscal year, the Admin- 

2 istration shall detemmie, on a fair and reasonable basis, the 

3 cost of operation of the Farm Credit Administration and the 
^ part thereof which fairly and equitably should be allocated 
^ to each bank and association as its share of the cost during 
° llie fiscal year of such Administration. If die amoont so 
- allocated is greater than the amount collected from the bank 
° or other institutions, the difference sh^ be collected from 

such bank or odier institutions, and, if less, shall be refunded 
from the special fund to die bank or other institutions 
entitled thereto or credited in the special fund to such bank 
or other institutions for use for the same purposes in futurS 
fiscal years. 

SeO. 5.17. QUABTEBS AND FACILITIES FOB THE FABU 

Gbedit Administration.— As an alternate to the rental 
16 

of quarters under section 5.15, and without regard to any 
17 

other provision of law, the hanks ot the System, with the 
IS 

concurrence of two-thirds of the district boards, are hereby 
19 

authorized — 
20 

(1) To acquire real property in the District of Oo- 
21 

lumbia or elsewhere for quarters of the Farm Credit 
22 

Admimstration. 
23 

(2) To construct, develop, furnish, and equip such 
U 

building thereon and such facilities appurteuimt thereto as in 
25 

their judgment may be appropriate to provide, to the extent 
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1 the Federal Farm Credit Board may deem advisable, suit- 

2 able, and adequate quarters and facilities for tbe Farm Credit 

3 Administration. 

4 (3) To enlarge, remodel, or reconstruct the same. 

5 (4) To make or enter Into contracts for any of the fore- 

6 going. 

7 The Board may require of the respective banks of the 8ys- 

8 tern, and they shall make to the Farm Credit Administra- 

9 tion, such advances of funds for the purposes set out in tins 

10 section as in the sole judgment of tbe Board may from time 

11 to time be advisable fur the purposes of this section. Such 

12 advances shall be in addition to and kept in a separate fund 

13 from the assessments authorized in section 5.16 and shall be 
1^ apportioned by tbe Board among the banks in proportion to 
1^ tbe total assets of tbe respective banks, and determined in 
1^ SUC& manner and at such times as tbe Board may prescribe. 
1*^ The powers of the banks of the System and purposes far 
IS which obligationg may be issued by such banks are hereby 
1^ enlarged to include the purpose of ohtfunlng funds to permit 

20 the making of advances required by this secdoiL The plans 

21 and decisions for such building and fadhties and for the en- 

22 largement, remodeling, or reconstruction thereof shall be 
^^ such as is approved in the sole discretion of the Board. 

24 Sec. 5.18. Ekumeeatbd Powees.— The Farm Credit 

25 Admlnistralion shall have &e following powers, functions. 
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1 and responsibilities in concection with the institutions of the 

2 Farm Credit System and the administration of liiis Act : 

3 (1) Modify the boundaries of farm credit districts, with 

4 due r^ard for the farm credit needs of the oountry, as 

5 approved by the Federal Farm Credit Board. 

6 (2) Issue and amend or modify Federal charters of 

7 institutions of tiie System and approve change in names of 

8 banks operating under this Act ; approve the merger of dis- 

9 tricts when agreed to by the boards of the districts mvolved 

10 and by a majority of the voting stockholders and contribu- 

11 tors to the guaranty funds of each bank for each of such 

12 districts; approve mergers of banks operating under the 

13 same title of this Act, merger of Federal land bank asso- 

14 ciations, merger of production credit associations and the 

15 consolidation or division of the territories which tiiey serve; 

16 and approve consohdations of boards of directors or manage- 

17 ment agreements. Such mergers shall be encouraged where 

18 such action will improve service to borrowers and the finan- 

19 cial stability, efTect economies of operation, or permit 

20 de^rable joint management, or consolidatitHi of territories and 

21 office quarters. 

22 (3) Make annual reports to the Congress on the condi- 

23 tlon of the System and its institutions and, irom time to 
2i time, recommend legislative changes. 

25 (4j Approve tlie salary scale for employees of the 
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X institutions of the System, and approve the appointment aud 

2 compensation of Uie chief executive officer of such instttu- 

3 tions, except of associations. 

4 (5) Coordinate the activities of the banis in making 

5 studies of lending standards, including appraisal and credit 

6 sfnndards; approve national and district standards, proce- 
1 dures, and appraisal forms; prescribe price and cost levels to 

8 be used in such standards, appraisals, and lending; supple- 

9 ment the work of tiie district under the foregoing where 

10 necessary to acoomphsh the purposes of tjiis Act. 

11 (6) Prescribe loan security requirements and the types, 

12 classes, or number of loans niiich may be made only witii 

13 prior approval. 

14 { 7 ) Conduct loan and collateral security review. 

15 (8) Approve the issuance of obliga^ons of the institu- 

16 tions of the System and execute on behalf of the banks con- 

17 solidated and Systemwide obligations for die purpose of 

18 funding the authorized operations of the institutions of tie 
1^ System, aad prescribe collateral tiierefor. 

^ (9) Approve interest rates paid by institutions of the 

^1 System on their bonds, debentures, and mnikr obligations, 

^^ the terms and conditions thereof, and interest or other charges 

^ made by such institutions to borrowers. 
^ (10) Make ipvestments in stock of the institutions of the 
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1 Sytsem &8 provided in section 4.0 oat of the revolving fund, 

2 and require the retirement of auch stock. 

3 (11) Begulate the borrowing, repayment, and transfer 
^ of funds and equities between institutions of the System. 

° (12) Coordinate and assist in providing services nec- 

8 essary for the convenient, effident, and effective management 
'^ of the institutions of the System. 

^ (13) Undertake research into the rural credit needs of 

^ the country and ways and means of meeting them and of the 
^^ funding of the operations of the System in relation to chang- 
ing farming and economic conditions. 

(14) Prepare and disseminate information to the gen- 
^ oral public on use, organization and functions of the System 

and to investors on merits of its securities. 

(15) Require surety bonds or other provi«on for pro- 
tection of the assets of the institutions of the System against 
losses occasioned by employees. 

(16) Prescribe rules and regulations necessary or ap- 
propriate for carrjing out the provisions of this Act. 

(17) Exercise such inddental powers as may be neces- 
f or appropriate t< 

purposes of this Act. 

Sbc. 5.19. Delegation op Duties and Powees to 
Institutions of the System. — The Farm Credit Admin- 
istration is authorized and directed, by order or. rules and 



14 
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1 regulations, to delegate to a Federal land bank such of the 

2 duties, powers, and authority of the Farm Credit Adminis- 

3 tration with respect to and over a Federal land bank or 

4 Federal land bank assuciations, their officers and employees, 

5 in the farm credit district wherein such Federal land bank is 

6 located, as may be determined to be in the interest of effec- 

7 tive administration; and, in like manner, to delegate to a 

8 Federal intermediate credit bank such of the duties, powers, 

9 and authority of the Farm Credit Administration with re- 

10 spect to and over a Federal intermediate credit bank or pro- 

11 duction credit associations, their officers and employees, in 

12 the farm credit district wherein such Federal intermediate 

13 credit bank is located, as may be determined to be in the 
li interest of effective administration; to authorize the redele- 

15 gation thereof; and, in either case the duties, powers, and 

16 authority so delegated or redelegated shall be performed 
1'^ and exercised under such conditions and requirements and 
IS upon such terms as the Farm Credit Administration may 

19 specify. Any Federal land bank or Federal intermediate 

20 credit bank to which any such duties, powers, or authori^ 

21 may be delegated or any association to which any power 

22 may be redelegated, is authorized and empowered to accept, 

23 perform, and exercise such duties, powers, and authority as 
2^ may be so delegated to it- ,., 

25 Sec. 5.20. Examinations akd Reports.— Except as 
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1 provided herein, each institution of the System, and each of 

2 their agents, at such times as the Governor of the Farm 

3 Credit Administration may determine, shall be examined 
^ and audited by farm credit examiners, but each bank and 
^ each prodnctiou credit association E^ll be examined and 
^ andited not less fre<iHently than once each year. If the Gov- 
'^ emor determines it to be necessary or appropriate, the 
^ re(]uired examinatioits and audits may be made by independ- 
^ ent certified pubhc accountants, certified by a regulatory au- 
thority of a State, and in accordance with generally accepted 
auditing standards. Upon request of the Uovemor or any 
bank of the System, farm credit examiners shall also make 
examinations and written reports of the condition of any 
organization, other than national banks, to which, or with 
which, any institution of the System contemplates making 

a loan or discounting paper of siich organization. For the 

17 

purposes of this Act, examiners of the Farm Credit Admin- 
istration shall be subject to the same requirements, respon- 
sibilities, and penalties as are applicable fo examiners under 

20 

the National Bank Act, the Federal Hescrvc Act, the Fed- 

21 

eral Deposit Insurance Act, and other provisions of law and 

22 

shall have the same powers and privileges as are vested in 

23 

such examiners by law. 

24 

Sec. 5.21. Conditions of Othice Banks and Lend- 

25 

INO Institutions.— The Comptroller of the Currency is 
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1 authorized and directed, upon request of the Farm Credit 

2 Administration to furnish for confidential use of an instltu- 

3 don of the System such reports, records, and other informa- 

4 tion as he may have available relating to the financial 

5 coaditi<Hi of national banks throu^, for, or with which such 
^ imtitutitm of the System has made or contonplates making 
"^ discounts or loans and to make such further examination, 
^ as may be agreed, of organizations through, for, or with 
^ whicdi such in&dtution of the Farm Credit System has made 

^ or contemplates making discounts or loans. 
^^ Sec. 5.22. Consent to the Availabelitt op Rb- 
^^ P0BT8 AND TO EXAMINATIONS.— Any organizaiion other 
tiian 6tate banks, trust companies, and savings associations 
shall, as a condition precedent to securing discount privileges 
wibh a bank of the Farm Credit System, file with such bank 
its written consult to examination by farm credit examiners 
as may be directed by the Farm Credit Administration ; and 
State banks, trust ccanpanies, and savings associations may 
be required in like manner to file a Tcritten consent that re- 
ports of their examination by constituted State authorities 
may be furnished by such authorities upon the request of the 
Farm Credit Administration. 

Sec. 5.23. Repoets on Conditions of Institutions 

24 

Rbobiving Loans ob Deposits.— The executive depart- 
ments, boards, commissions, and independent establishments 
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1 of the Qovenunent of ^e United States, the Federal De- 

2 posit InsuiBoce Corporation, the Oompb^ller of the Cur- 

3 rency, the Board of Governors of the Federal Reserve 
i System, and tlie Federal Reserve banks are severally autfaor- 
5 ized under such conditions as they may prescribe, upon re- 
8 quest of the Fane Credit Administration, to make available 
"^ to it or to any institutioD of the System in confidence all re- 
8 ports, records, or other information retatiog to the condition 
^ of any organization to which such institution of die System 

^^ has made or contemplates making loan or for which it has or 

^1 oontemplatee discounting paper, or which it b using or coo- 

^^ templates using as a custodian of securities or other credit 

^^ instrnments, or a depodtory. The Federal Reserve banks in 

their capacity as depositories, agents, and custodians for 

bonds, debentures, and other obligations issued by the banks 

of the System or book entries thereof are also authorized and 

directed, upon request of the Farm Credit Administration, 

to make available for audit by farm credit examiners all 

appropriate books, accounts, financial records, files, and other 

20 

papers. 

Sec. 5.24. JjJBiSDiOTioN.—Each institution of the 

System shall for t}ie purposes of jurisdiction be deemed to 

be a dtszen of the State, commonwealth, or District of Co- 

lumbu in which its prindpal office is located. No district 



16 



18 
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1 action or suit by or against aoy produrtion credit associa- 

2 tron upon the ground that it was incorporated under this Act 

3 or prior Federal law, or that the Fnited States owns any 

4 stock thereof, nor shall any district court of the United 

5 States have jurisdiction, by removal or otherwise, of any 

6 Ruit by or a^nst such association except in cases by or 

7 against the United States or by or against any officer of the 

8 United States and except in cases by or against any receiver 

9 or conservator of any such association appointed in accord- 

10 ance with the provisions of this Act. 

11 Sec. 5.25. State Legislation.— Whenever it is de- 

12 termined by the Farm Credit Administration, or by judicial 
'13 decieion, that a State law is applicable to the obligations and 

14 securities authorized to be held by the institutions of the 

15 System under this Act, which law would provide insuflident 

16 protection or inadequate safeguards against loss in the event 

17 of d^ult, the Farm Credit Administration may declare such 
IS obligations or securities to be ineligible bs collateraj for the 

19 issuance of new notes, bonds, debentures, and other obliga- 

20 tions under this Act. 

21 Sec. 5.26. Repeal.— (a) The Federal Farm Loan Act, 

22 as amended; section 2 of the Act of March 10, 1924 (Pub- 

23 lie Numbered 35, Sixty-eighth Congress, 43 Stat. 17) , as 

24 Hmended; section 6 of the Act of January 23, 1932 (Public 

25 Numbered 3, Seventy-second Oonffress, 47 Stat. 14), as 
amended; the Farm Credit Act of 1933, as amended; seo- 
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1 doQS 2d and 40 of the Emergency Farm Mortgage Act 

2 of 1933; Act of June 18, 1934 (Public Numbered 381, 

3 Seventy-*hird Congress, 48 Stat. 983 ) ; Act of June 4, 1936 

4 {Public Numbered 644, Seventy-fourth Oongress, 49 Stat- 

5 1461), as amettded; aections 5, 6, 20, 25(b), and 39 of 

6 the Farm Credit Act of 1937, as amettded; sectiims 601 
"J ajid 602 of the Act of September 21, 1944 (Public Law 

8 425, Seventy-eighth Congress, 58 Stat. 740, 741), as 

9 amended; seotiom 1, 2, 3, 4, 5, 6, 7, 8, 16, and 17(b) of 

10 the Farm Credit Act of 1953, as amended; seotitms 2, 101, 

11 and 201 (b) trf the Farm Credit Act of 1956 are hereby 

12 reipe^ed. All r^erences in otber legislation. State or Fed- 
1^ enal, rules and r^uladons of any agency, stock, contracts, 
■'■* deeds, security in^ruments, bonds, deb^itures, notes, mort- 
-^ gages and otber documnite of the mstitutioiis of the System, 
^° to the Acts repealed hereby shall be deemed to refer to c<Mn- 
^^ parable provisions of this Act. 

^ (b) All regulations of the Faim Credit Administratdoo 

^ or the institutions of the System and all charters, bylaws, 

^ resolutions, stock clas^fications, and pohcy directives issued 

or approved by the Farm Credit Admiai3^tl<m, and all 

elections held and appdatjivents made under the Acts re- 

" p^ed by subeeotiou (a) of this sectJoo dwU be continuing 

and r^nfun \iilid until superseded, modified, or replaced 

under the authority of tiua Aot. All stock, notes, bonds. 
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■I debentures, and other obligaiious issued under die repealed 

2 acts shall be valid and enforceable upon the terms aod oon- 

3 didons under whidi ihey were issued, including the >[dedge 

4 of collateral against whidi they were issued, and all loans 

5 made and security or collateral therefor held by, and all 

6 contracts entered inito by, insUtutions of the System s^iall 
"^ r^nain enforceable according to their terms unless and until 

8 modified in accordance with the provisions of diis Act; it 

9 being the purpose of this subsection to avoid disruption in 
10 the effective operation of the System by reason of said 
^ repeals. 

^ Sec. 5.27. Amendments to Othee Laws. — (a) 13ie 

13 Executive schedule of basic pay (80 Stat. 458, 5 U.S.O. 
l* 5311-5317), as amended, is further amended by sbikmg 
^ from positions at level IV the "Governor oi the £Wm Credit 
1" Admimstration" (5 tr.8.C. 5315(51)) and inserting in 
1" podtioDS at level III t^e additional position "(55) Qover^ 
*® nor of tte Farm Credit Administration" (5 U.S-C. 5314 
" (55)). 

(b) Amend tlie sectitm title and substance of sectkm 

^^ 393 of title 12, United States Code to read ag iollowa: 

"§ 393. Federal Reserve banks as depositaries for and 

fiscal agents of Federal land banks, intermediate 

credit banks, banks for cooperatives, and other 

institations of the Farm Credit System 
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1 "The Federal Beserve baoka are authorized to act as 

2 depositariee for and fiscal agents of any Federal land bank, 

3 Federal intermediate credit bank, bank for cooperatives, or 

4 other institntio&g of the Farm Credit Syatem." 

5 8bo. 5.28. Sepakabilitt.— If any proviMon of this Act, 

6 or the applicati<Mi Uiereof to any pereons or in any dream- 

7 stances, is held invalid, the r^nainder of dm Act and the 
S appBcation of such provision to other perscms or in other 
9 oreametanceB shall not be affected thereby. 

10 SbC. 5.29. Bbsbbve Right To Ahbnd ob Repeal. — 

11 The right to alter, amend, or r^enl nny provision or all of 

12 this Aot is expressly reserved. 
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Fasm Credit Aduimistratioti, 
Wathtimton, D.C.. May It, 1971. 
Hon. HiBUAN E. Talmadoe, 

Chairman, Ooimnittee on J^HouIture and ForeHry, 
U.S. Senate, WaaMngton, D.C. 

Dear Senator Taluadob : In respcmse to yonr reqnest for a report on 8. 1483, 
I am pleased t« report that this agency favors its enactment. S. 1483, except 
for minor printing errora, is identical wittt a draft bili approved b; tlie Federal 
Farm Credit Board on February 3, 1971. at which time the Board, in tbe dis- 
cbai^e of Its statutory function under 12 U.S.C. e36e, directed that tbe draft 
bill be recommended to the Congress. 

Tbe bill constitutes a long-needed modernization of E^rm Credit law nadei 
which the Federal land banks, Federal land bank asaociaUons, tlie Federal 
intermediate credit banks, production credit aasoclatione, and tJie twnks for 
cooperatives are anthorlzed to provide credit to rarmers and ranchers and tbeir 
cooperatives, "nie credit so extended now constitutes a significant part of the 
total credit being made available to agriculture. 

There IB nearly unanimous agreement among agricultural Simnce experts 
that agrlcnltural capital and credit demands will double by 1980. This would 
be an increase from the present level of approximately $60 billion dollars to 
$120 blUIon. Estimates even range as high as $140 billion. The continued need 
for credit results from many factors such as substitution of capital for labor, 
purchasing technology in the form of new, more expensive equipment, materials 
and chemicals, the use of larger amounts of purchased inputs and the needs for 
additional financ^l resources brought about by Increasing farm sizes. In addi- 
tion to adequate credit at reasonable costs, farmers are demanding more special- 
ized services that facilitate wise credit use. For manj farmers, these financially 
related services will be equallj important in helping them maintain viable farm 
businesses in the seventies. 

If the Farm Credit System is to continue to assist in meeting tbe increasing 
credit needs In rural areas, it is essential that the basic authorization of tbese 
Institutions be updated in light of current and future needs of farmers, modem 
credit standards, and present-day funding techniques. 

Certain cf the provisions of the bill are urgently needed by the banks to meet 
situations presently critical. It Is our hope, therefore, that your hearings will 
be the preamble to early action on this bill. 

Under existing law the banks and associations are now entirely borrower- 
owned. The Farm Credit Administration is charged with the supervision and 
examination of the institutions. The costs of operating the banks and asso- 
ciations are paid from interest payments and fees and charges. The adminis- 
trative expenses of the Farm Credit Administration are entirely paid by assess- 
ment against tlie banks and associations within the limitation prescribed annually 
in appropriation acts. The bill would continue this plan of operation. The 
enactment of the bill, therefore, would involve no costs to the United States. 

We are unable to report at this time whether the tiill In its entirety is in 
accord with the President's program. 
Sincerely, 

E. A. Jaeuke, Governor. 

Faru CBa>iT Act of 1971, Ket Pbofosai:.s 

federal land banks <TrFLE I) 

1. 'Hemoves 95% loan limitation. 

2. Authorizes rural residence loans. 

3. Permltssecurity other than first mortgage on real estate. 

4. Permitsflnancingof farm related services. 

5. Permits flifancally reliated services, 

6. Eliminates $100,000 FCA approval. 

7. Delegates loan closing amhoritytoasBoclatioins. 

8. Permits variable interest rates. 
8. Permits open-end mortgages. 

la Permit* requirement for stock investment of up to $10 per ^00 <* loaiis. 

11. Broadens association loB8-(^iaring agreements. 

12. Permits issuance of non-voting stock and pertldpetion certificates. 

13. Permits FLBs to own and lease facilities needed by eligible borrower*. 
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14. RemoTM quick asset statntoiy requirement and [daoea In regnlatlons. 

15. Bemoves specific provisions and UmltatlonB on fees and cbarges. 

16. Eliminates mandatory personal UablUtr tn loans to coiporations and makes 
It a ci«dlt decision. 

17. PennltoFLBstopartlcipatelnloaMiwlthotherFLBa 

FEDERAI. inTEBMEDIATE CBEDTT BAHKB (TTTLB H) 

1. Permits FlOBs to purchase stock In or contrihute to the aurplne at produc- 
tion credit associations. 

2. Permits FlOBs to partldpate in loans and losB-sbarlnK plans with oth^ 
FlOBs and production credit assodationa. 

3. Authorizes production credit associations to issue non-voting stock and 
participation certificates. 

4. Antborlzes transfer of participation certificates held by other financing 
inatltntions. 

5. Permits creation and maintenance of reasonable unallocated contingency 
reserve accounts. 

6> Permits loans to producers or harvesters of aquatic products, 

7. Permits financing of farm-related services. 

8. Permits financially -related services. 

9. Authorizes rural residence loans of a short- and [ntermediate-teim nature. 
1ft Permits FICBs to own and lease equipment needed hy eligible borrowers. 
11. Removes tlie 5-year maturity limitation on FICB debentures. 

PBODUCTION OBEDIT ASSOCIATIOnS (TITLE U) 

1. Permits the pnrcbase of stock in and contribution to the capital of other 
POAs and FICBs. 

2. Permtts participation in loans and loss-sharing plans with FIGBs. 

3. Permitsloans to producers or harvesters of aqua ticproducts. 

4. Permits rural residence loans of a short- and intermediate-term natmre. 

5. Permits financing of farm-related services. 

6. Permits financially-related services for farmers and ranchers. 

7. Permits PCAs to issue participation certificates. 

S. Permits participation with commercial banks in loans to farmers and 
ranchers. 

9. Permits associations to own or lease, or lease with option to purchase to 
stockholders of the association equipment needed in the operations of the 
stockholder. 

10. Permits PCAs to require stock and other equity Investment of up to $10 
per ^100 of loans. 

BABK8 FOB C00PEBATrvI» (TITLE HI) 

1. Provides fiexibillty under FCA regulations, wben there is no Government 

stock investment in a bank. In the distribution of annual net savlnics to permit 
a larger portion of patronage refunds to be in cash and the establishment of 
reasonable unallocated reserves to provide a source for the payment of any 
unexpected obligations not related strictly to a current year's operations. 

2. Permits Increase In the maximum ratio of authorized debentures or similar 
obligations to the net worth of the BCs from the present B to 1 statutory limit 
to 20 to 1, the ceiling now available to other branches of the System, or such 
prudent lesser ratio as may be established by FCA regulation. 

3. Increases fiexibillty in tbe composition and management of the capital 
structure of a BC. 

4. Provides additional authority to borrow money by Issuance of Individual 
or consolidated BC notes, bonds, debentures or other obligations, as may be 
approved by FOA. 

5. The eligibUlty of cooperatives borrowing from the BCs would be sepa- 
rately stated and maintained by granting permissive authority for a district 
board to reduce the bank's required level of farmer voting control In a coopera- 
tive borrower to not less than 66%%. 

6. Clarifies and expands tbe present power of a BC to make loans to eligible 
cooperatives to permit extension of technical and ottier financial assistance in- 
cluding guarantees, collateral custody, leasing of equipment to stockholders, 
and participation with other financial Institutions in loans to eligible 
coc^teratives. 
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7. Penults loans 'to flsherr and other aqnatlc prodact coopeaMtta. 

8. Autborltr for determlnatloa of locatioD of Central Bank for OotqieratlTes 
wonld be rested In its board of directors with approval of FCA. 

PBonsions applioablb to two ob uobe or uore ciuisses of iHSTTronone 

OF THE SYSTEM (TTTLB TVJ 

1. Permits, in addition to presently autborized consolidated bank group seen- 
rltles, tbe issuance of Systemwide (87 t>anks) notes, bonds, debentures and 
other obi Igat inns. 

2. Extends provisions apidicable to purchase and sale by the Federal Beserve 
Banks of Farm Loan Bonds of the land banks to oUier obllKatians issued by any 
of the banks of the Bystem. 

3. Broadens the authority of the banks' Fiscal Agent to permit handling caA 
flow and interbank and intersystem transfer of ftinde. 

4. Provides for the volnntar; merger of a bank with one or more like bankt 
In other districts operating under the same title of the act. 

6. Authorizes Governor of Farm Credit Administration to require meiKers 
of like associations for defanit of obligations, failure to provide adequate credit 
services for which they are chartered, or failure to conduct operatl(HiB in accord- 
ance with applicable law. 

DieTUOT AND FABu oBEDrr ADumisnuTioii {ooanization (titix v) 

1. Provides for the voluatary merger of one or more of the 12 Farm Credit 
IMstrlcts. 

2. Thronghout existing law there are over 200 references to powers of the 
Farm Credit Administration. In lien thereof, each title of the bill provides tor 
general supervision ; assembled in this section are the few specific powers re- 
served to Farm Credit Administration which appear to be essential to ^ective 
supervision and iteration of the System. The purpose of this change is to secure 
effective administration of the act as close to the borrower beneficiary as can be 
accomplished. To this end, district boards are given more specific authority for 
rules and regulations governing district banks and associations, and authority to 
redel^ate these powers when appropriate to the aBsoclatlons. 

3. Authorizes the payment of rent for Farm Credit Administration office 
quarters and eliminates the present requirement that these quarters be housed 
in the Department of Agriculture. Authorizes tbe banks of the System as an 
alternative to paying assessments for rent to acquire or construct and own a 
building to house the Farm Credit Administration. 

SuMUABz OF Pkivcipai, Pbovisiors of Fboposeo Fabu Cbs)it Act of lOTl 

The Federal Farm Credit Board in May of 1989 commissioiQed a panel ot 27 
national farm leaders representing all of the major farm organisations, the 
academic community, tbe financial commimity, and tbe farm press, wi-th repre- 
sentatives of tbe Farm Credit ii^tntlons and their borrower owners, to stody 
the present and future credit needs of agriculture. The study included an In- 
depth examination of existing authorities and services. It resulted in recom- 
mendations for additional means of meeting the anticipated rural credit needs. 
This was against a background of economic forecaate ttnat farmera during tbe 
next decade will need itwice as much capita! credit as th^ are now using. 

The report of that Commission recommended an overall objective for the Farm 
Credit System, 11 separate goals, and some 44 speciilc recommendations tor Im- 
plementing those objectives and goals. Its recommendation for further study of 
the funding of the System in the future was immediately implemwrted by the 
appointment of an advisory committee on finance composed of fiscal expena 
outside of the System. Ttie Fli^uce Committee recommended slgnlfl<nnt mod- 
ernlEaHoii In the System's funding operations. 

Is addition, tlie Report of the President's Task Force on Rural Development, 
particularly Chapter VII on financing rural development, particularly Its sug- 
gestions for possible partJcIpatlott by the Farm Credit System, was examined in 
depth. The provisions of section 901(f) of the Agrlcul'tural Act of 1970 wew 
also considered. From ail of thet« reports and recommendations and from the 
experience of over SO yean of the successful operation of the cooperative System, 
tbe owners and management of the Farm Credit banks and associations and tlKlr 
advisers recommended to the Federal Farm Credit Board substantial revisIoiiB 
of ^ Dg law. 
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Moat <rf tite Federal land tmiA law dates bade to the ottglral 1910 Act The 
precanthniary limitations Incorporeited therein, ne^eflsary and Bppr(q;>rlate as 
they -were hi Hiose early yeara, are now Inhibiting the extenalon of the amonnt 
and types of credit demanded by the owners of the System and other farmers and 
raral reMdents. Interrening enaotments, Including thoae relating to the produc- 
tion credit associations, t2ie Federal iatermediftte credit banks, and the banks 
for cooperatiTes, w«re cast In moch broader t«rms which has resulted In an 
extremely oomplei: set of laws to l>e administered. There are unwarrairted differ- 
ences in eligibility and credit standards employed by tbe several branches of the 
System. Mucli of the present law is entirely obsolete. Modernlzaiton of other 
provisions Is essential. No aatlsfaatArj- way was fk>und to Implement tlie accepted 
recommendations by simple amendments. 

Hence, the draft bill will r^Iace existing law. Nevertlteless, the bill does not 
change the esastlng structure of the System and the Farm Credit Admlnlatra- 
tkm as an independent executive agency charged with providing general pollcj 
goldmines for and snpervlslon of the lending institutions. It does, however, au- 
thorize more credit decisions to be made locally and more SDpeirlsion of the 
associations will be tile responsibilities of tiiebanlm. 

The tremendous needs for agricultural credit and of credit for rural develop- 
ment led to the recommendation that other branches of the System might sub- 
sequently be needed. However, this bill addresses Itself to rural development only 
by authorizing the Federal land banks to make long-term loans for housing in 
rural areas and the production credit associations and Federal intermediate 
credit banks to assist in making short-term housing loans. The industrial devel<^ 
ment so important to rural areas seems to require approaches to funding which 
are not compatible with the philosophy of borrower ownership and control on a 
cooperative basis. In many instances such development will require some public 
investment or tax exemption on municipal securltiea. The development of water 
and sewer and other environmental improvement likewise are public or quasi- 
public undertakings, the funding of which can hardly be brought within the 
concept of a self-sustaining, cooperative borrower-owned and managed Institu- 
tion funding these Improvements in the wholesale money market litis is not to 
say tbat tbe System cannot be useful In community development and in the imple- 
mentation of other programs funded through existing or newly suggested instl- 
tntions for financing such development. 

TITU: I — FEDBKAL LAND BANKS AND ASSOCIATIONS 

New antborlly is granted tbe land banks for long-term mortgage loans for 
housing in rural ar^s, to be deSned by regulations. It is intended to fill a gap 
for nonfarm housing credit between the areas primarily served by savings and 
loan associations and other mortgage lenders and the subsidized credit for public 
housing aad Farmers Home Administration low Income borrowers. 

Financial related services such as assistance in estate planning, transfer of 
farms between generations, and other services essential to profitable financial 
management of farms would be available to borrowers through the banks and 
ussoclatlona. 

Loans to persons furnishing custom-type services to farmers Is a modem neces- 
sity in view of the changes in farm labor, cost of equipment, and other operating 
expenses. Leasing of facilities necessary for tbeir agricultural production would 
also be permitted. 

By removal of the 65 percent loan-value ratio and the narrow statutory limits 
for normal value appraisals, the banks, under Farm Credit Administration regu- 
lations, wUl have more authority and responsibility In credit decisions. They 
will be in a position to give sound consideration to security other than a first lien 
on farm land and to otlier credit factors, the principal one of which is repayment 
ability of the borrower. Other security not needed for short-term credit could be 
taken, supplementing the land security where the loan-value ratio might be be- 
tween tbe present 65 percent limit and the value of the real estate mortgage. A 
first lien would no longer be required. Tbe Commission recommended a look- 
through theory on loans to corporate farming entitles. By omitting the present 
slatntoiy definition of corporate eligibility for land bank loans, It is believed that 
tiirongh regulations comparability can be achieved by the land bank and pro- 
duction credit associations in corporate eligibility rules. 

Permissive authority to issue nonvoting stock, probably to ™>irfarm borrowers ; 
addttkmal oapttaliBa-Uon, by requiring borrowers to purchase stock at not less 
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than 5 fteroent nor more tban 10 percent of ttie antonut tit the loui ; pwmNit 
of different dividend rates od different dasaes ol stcKk; aitd other corporate 
powerB, permlttiDg more flexible operations of tbe baTiks and aasociations would 
be provided. 

The legal reserve requirements for land banks and associations would remalD 
unchanged as well as the present tax exemption. 

It is not contemplated that these changes wonld result in substantial alilfta In 
the pattern of land bank loans but would permit the extension of credit services 
required to meet tiie varied situations In our modern farm economj. 

TITLE n — INTEBUEDIATE CBEDTT BANKS 

Aside frcxD enumerating corporate powers to achieve compatlMlitr wltti the 
land bank powers, the functions of the intemiedJa'te credit tranks would rranabi 
primarily as discount banks for paper representing loans bj production credit 
associations and for other financial institutions making agricultural short- and 
Intermediate-term loans. These banks would tte aathorlzed bo participate wltli 
production credit associations In the larger loans, furnish custom services and 
aoaiKial related services of the chatactei described in Title I. The credit bante 
would be authorized to discount short- and In termed late-tenn loans toj produc- 
tion credit assooiatloiis for repair, maintenance, and Improvement of nonfarm 
rural homes. Credit for the lower priced homes or mobile could be accomplished 
in the intennediate-term credit range. 

Other changes relating to Che intennedla'te credit banks Include anthorlzatlwi 
to issue different classes of stock, investment by tbe banks In the capital of the 
production credit associations, extension of the maturities of banks' debentures 
and other obligations beyond the existing 5-reflr maturity limit, to establish h 
reasonable reserve of unallocated surplus, to undertake loss sharing agreements, 
and other supervision of the production ci«dlt associations. 

PBODCcnON CKEDIT ASSOCIATIONS 

Additional authority for the production credit associations ibo make sboit- and 
lotermenillabe-term loans for rural bousing, loans for persons furnlfdiing custom- 
type services to farmers, and permit the asaoolationB to furnish financial related 
services would be granted. 

Authority would be granted to tbe production credit associations to participate 
with commercial banks in loans to farmers. This would permit country banks to 
continue their ilne of credit wltb their cnstomers and have the production credit 
association carry the overllne. 

Such associations would be given the opporWinlty to locrease tbedr capital by 
requiring borrowers to Invest not less than J5, as presently required, nor more 
than $10 In the capital of the association. They could, also, under the new i^o- 
visions, purchase oai^tel stock and equity reserves in other production credit 
associations. 

TrnjE m — baitkb fob cooperatives 

Tbe authority of the banks for cooperatives is clarified to make continuing 
commitments for lines of credit, furnish technical and other services to bor- 
rowers, and participate with commercial banks and other lenders as well as oUier 
banks for cooperatives. 

Capital structural changes include authorisation to issue nonvoting invest- 
ment stock, without the present 4 percent dividend limltatitm, permit tite re- 
quirement of advance purchase of stock to the extent of not more than 10 percent 
of the loan, as well as the existing stock override purchases related to tlw 
quarterly Interest payments of borrowers, and to permit more freedom in the 
retirement of allocated surplus. 

The ratio of authorized debentures to net worth would be raised from Oie 
present 8 to 1 limit to the ceiling now available to other branches of the system 
of 20 to 1. 

The deflnltion of cooperatives eligible to borrow from the banks for cotqwra- 
tives would be stated separately from that In the Agricultural Markedng Art 
and would permit district banks to make loans to cooperatives In which at least 
66% percent of the voting control is held by farmers. Under present law, as 
administratively interpreted, 90 percent of tbe voting media must be ao held. 
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More flexlbllit? would be given, when there la no Government stock InTest- 
ment in the banhe for cooperotlveB, is the distribution of net BavlngB to permit 
a larger portioo of the patronage refundB to be In cash ; to the establishment of 
reasonable unallocated reserves ; and to provide the mechanics for payment of 
unexpected obligations not related strictly to the year's operations. 

TITLE IV — FUNDIKO OPEBATION8 OP THE BANKS 

Existing authorizations for purchase of stock by the Oovemor of the Farm 
Credit Administration are preserved and, in the case of the land bank, the 
authority of the Secretary of the Treasury to deposit not more than $3 million 
In the land banks for their use under certificates of Indebtedness. The x>aymenC 
of franchise tax by the Intennedlate credit banks and the banks for cooperatives 
when the Governor holds such stock is likewise preserved. These stock purchases, 
and payments in retirement thereof, by the banks for cooperatives, tbe Inter- 
mediate credit banks, and the production credit associations are to be fnnded 
from the two existing revolving funds. 

Other provisions common to all the institutions of the System will continne 
their authority to Issue, on their own responsibility and credit, obligations for 
short-term borrowing from commercial institutions, collateral Ised bonds, and 
debentures and similar obligations, and their authority to Join In the Issuance 
of consolittated collateralized bonds and drtentnres and other obligations. In 
this connection, permission la given to utilize all modem funding devices as 
ftppropria'te In modem financial circles, rather than tbe somewhat restrictive 
existing authority. For example, the land banks are now authorized to issue 
■farm-loan bonds" fully collateralized by first liens. The success of tbe System 
and the reputation it has buUt in the financial community no longer require that 
rigid limitation. 

One of the strong recommendations of tbe Elnance Committee was to reduce 
tbe entries into the wholesale money market by means of Systemwlde single 
security issues. Authority is sought to use sucb instruments if Its feasibility can 
be establlslied. 

Other provisions common to the several Institutions would permit mergers 
ot like institatloas where necessary or appropriate for accomplishing their 
objectives In a most economical manner. 

TITLE V-H>1STEIOT8 ANO FABM CBEDIT <W0AITBATrON9 

The present democratic process for owners of the System to elect directors 
and provisions for district boards of directors to serve as common boards tor the 
three banks in each district are retained. Tbe use of the Idea of joint employees 
and Joint services is augmented by authorizing tlie same techniques across district 

The organization and function of tbe Federal Farm Credit Board and its 
policy-making role is preserved. The powers of the Farm Credit Administrattm 
are assembled In one place rather tlian spread throughout the context of the law 
relating to each Institution. These powers have been carefully outlined to penult 
the maximum direction and operation of the banks of the System by their owners 
and their representatives. The overall authority for correlation of tbe activities 
of tbe banks and associations and tbe examination and supervision of the opera- 
tions of the institutions have nevertheless been retained in the Farm Credit 
Admlnlstra tlou. 

BBcnoR-BS-SEcrnon Analysis or the Fabm Credit Aor of 1971 

The underlying purposes of this bill, as revealed in the title, are to modernize, 
correlate, and remove some arcbalc restrictions In tbe authority of the coop^v- 
Uve Farm Credit System to assure an adequate Bow of funds into mral areas 
to meet the credit needs of farmers, ranchers, and cooperatives and other rural 
residents. The bill Is divided Into titles which respectively organize eilstlng law 
that needs to be preserved. It modernizes and expands tbe authorities granted to 
the Federal land banks, the Federal land bank associations, the Federal Inter- 
menllate credit banks, the production credit associations, the banks for coopera- 
tives, farm credit district organizations, and tbe Farm Credit Administration, 
Indudlng tbe Federal Farm Credit Board. Provisions of general applicability 
have been consolidated. For example. Title IV provides for tbe manner of obtain- 
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tag fiinds and tbe antiiorlty tor merger, conBoUdaHon, and dlBSolntlon of like 
Institutions, Title V assembles pertinent provisions for district and Farm Credit 

Administration oi^nlsatlon, functions, and duties. 

Sec. 1.1(a). This subsection adopts, as a poller of tbe Congress, the objecttre 
for the System recommended by the Commission on Agricultural Credit. The 
E^eral Farm Credit Board requested that commission to examine the coopera- 
tive Farm Credit System and make recommendations as to how that System 
might serve agriculture most effectively In the years ahead. The Federal Board 
and district boards have already adopted this recommendation as basic policy. 

Sec. 1.1. (b) The objective of the Act as recited in this subsection perpetoates 
tbe declanation of congressional .policy contained in tbe Farm Credit Act of 1963 
for bonvwer ownersblp, control, and miasagemeot of the System under the saper- 
vlrion of the Farm Credit Administration. Eliminated from existing law, ae im- 
Dscceaary in view of the full repayment of Government capital, are those pro- 
vlslons of congressional (policy with respect to retirement of Government stock In 
the banke and associations. As to the purchase and retirement of future Govern- 
ment investments, provisions are assembled in Title IV of the bill. 

Sec. 1.2. The System is described in terms of existing banks and associations 
and other InsHtutlone which may In the future be made a part ot the System. 
Tbe fM>sslblllty of future expansion of the System w«6 suggested in the report 
of tbe President's Taeli Force on Runal Deveopment, March 12, 1»70, p. 28. 

TITU: I — FEDEKU. LARD BAHKS AlID ABBOCIATIOflS 

Skc. 1.3. The 12 exiisldng Federal land bantei are preserved bat wKb added 
permission for itbem to mei^ voluntarily with other Federal land banks acrass 
district lines and, with or without merger, to change tbc4r designation. If desired, 
to a geographical description other than the name of the city In wh(di each is 
located. 

Sec. 1.4. The powers of tbe federally chartered land banks as instmmentaUtles 
of the United States are presently scattered through existing law and by this 
section have been assembled for ease of identifloatlon. Many existing reBtrlcUons 
ou tl^r powers were thoughit to be necessary when the Sy^iem orl^nated In IMA 
The Idea of a borrower-owned banking system for farmers was unique In this 
country. This bill has been drafted to provide for the current and anticipated 
long-term mortgage credit needs is rural areas. The basic ctuuacter, cbaitem, 
and functions of these faanis will not be changed. 

Sec. I.e. To meet future contingencies of adequate credit sources tn rural 
areas, new authority la provided for the Issuance of diftet<ent classes of stock, 
wdtb differing voting and dividend righls attendant thereto. It wlU be poaslble 
to extend the scope of tbe banks' service in rural areas with a minimum dilnUon 
of rights of existing ownersliip. I*rovislon is retained for tlie pos^tililty of pur- 
chase of stock iu the land banlts by the United States. At the present, the Treas- 
ury is auttaorized to deposit funds in the land banks for temi>orary use and 
accept certificates of indebtedness therefor. The two other branches of the System 
have access to revolving funds for the purchase of stock by the United StatM. 
Ttkese existing provlstons are assembled In Title IV. 

Seo. 1.6. The l)aalc concept of the land banks as long-term real estate mortgage 
lenders in rural areas is preserved. Their lending authority Is broadened to 
permit the making of continuing commltmeats for credit to borrowers under 
adequate security conditions and for the extension of other flnanclal asfdstance 
of a similar nature. Tbe latter includes refinancing, purchasing of existing mort- 
gages, and purchase of laud contracts, which functions are now authorised. 

'Sec. 1.7. This section. consoUdaies several seotlDns In tbe existing law and 
restates the basic System philosophy of famishing eligible farmer borrowers 
a continuing source of credit at the lowest reasonable cost under all money cost 
ettbasiHooB. It provides as a Federal rule for variable Interest rate agreenenta 
which can reflect significant shifts In money costs during the life of tbe loan 
at levels which can support contlnuons credit availability. In addltlcm. It pro- 
vides for reasonable cliarges made for services rendered to borrowerB as provided 
In this Title. Farm Credit Admlnietratton approval will be required as under 
existing taw. 

Sec. 1.8. Fanners and ranchers who can offer first mortgage security on ttmoB 
are presently eligible for land bank loans upon their election to a Federal land 
bank association. This section would broaden that eligibility to also cover loans 
to persons fiimlsh'ni' sarvices receflssry to the farmer's agricuiturul production 
and to rural h<me owners, on the basis of mortgageable interest in real eatale. 
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Sec 1.9. The preaent law requires a land bank loan to be oecnred by the 
equivalent of a first lien on lann land and the loan la limited to 6C percent of 
the appraised normal value of tbe farm. These restrictions are hampering the 
land banks' ability to serve some long-term credit needs of todar'e farmers and 
ranchers. 

This revision would continue to require that loans be adequately secured, 
primarily by Interests in rural real estate. Additional security wonld be required 
in cases where credit factors Justify a loan approximating the appraised value 
of the real estate security based on appralaal standards prescribed by Farm 
Cr^K Adnnb^stration. Ttils would asenre sound loans based on real estate 
coUateral but provide the needed flexibility to prcqierly serve the long-term 
credit needs of the modem 4kiy fanner irtiere he clearly has repayment capacity 
and other ccrflaterol to pledge. 

Sec. LIO. The first sentence of this section is from existing law. The sectmd 
sentence contemplates regulations of Che Farm Credit Administration which wUl 
define rural areas and the types of loans for housing purposes of rural residents. 
The scope of this new authority will thus be somewhat fiexible nnder regulations. 
Attempts In other statutes to define what is rural, suburban, or urban have 
failed because of the ever-changing character of land use In our modem economy. 
The rule would be fashlcmed to provide access to credit for nonsubsldlzed housing 
where there Is a credit gap, hut It Is prt^wsed that tbe program would be extended 
to housing in open country, exclusive of commercial subdivision development 

Finally, loans to persons furnishing farm related services to borrowers, such 
as custom spraying, pruning, or harvesting which the farmer might otherwise 
do for himself, will Include credit for capital equipment and initial working 
capital, but such loans will be limited to tong<term credit needs of such persons 
and of course will be secured by real estate^ 

Sec. 1.11. Some credit related services are now available to land bank borrowers, 
gnch as credit life insurance. Present law permits only such credit related aerrlcee 
SB can be Justified as "necessary and incident" to tbe bank's lending function. A 
broader range of services related to the borrowers' overall financial needs is now 
being requested by the owners of the bank. Electronic recoidke^lng, planning 
for the cont.nued operation of the farm by surviving membeTs of the family, pro- 
vision for retirement income under the Keogh Act are the types of services which 
the banks and associations might provide for their members. 

Sec. 1.12. Presently, loans by land banlcs would be made throngh associations of 
borrowers. However, if there is no active association serving the territory where 
the borrower's real estate security is located, loans may then be made through 
other associations, directly by the land banks, or through some other designated 
agent At the present time all the territory in the United States and Puerto Blco 
is within the assigned Jurisdiction of active associations. Future changes in the 
pattern of land use In some areas may require mergers or dissolutions ot asso- 
dationa Hence, there is a possible necessity for fiexibillty as to the local organi- 
zation for rceiving land bank loan applications. 

Loans made through associations are now conditioned upon tbe applicant 
becoming a member of the association and purchasing stock therein equal to 5 
percent of the amount of the loan. The bill would change this requirement to 
permit additional capitalization of land bank associations and of land banks by 
permitting the stock purchase requirement to be at least $5 per $100 but not 
more than (10 per $100 of the loan. In any case, where the land bank would make 
loans directly or through an agent, a parallel requirement that the applicant pur- 
chase stock In the land bank rather than in the association will be required. 

Sco. 1,13. I«nd bank associations will continue to serve tbe borrowers' long- 
term credit needs at the local level by accepting applications for land bank loans. 
The aasodatlons will be authorized to perform other loan-making and loan- 
servidog fnoctions which may be delegated to them by the land banks. Sufficient 
existing law is preserved In this section to enable a sew association to be 
organised if the need arises. It could lie carved oot of the present territory 
assigned to an eiisUsg association or It could be a newly created association 
resulting from an existing association becoming inactive. The charters of the 
associations describing the territory to be served are granted by and may be 
modified as necessary by the Farm Credit Administration. Through regulations 
or the approval of bylaws, the Farm Credit Administration will supervise the 
management, issues of stock, and the conduct of the business of the associations 
in coaformity with law. 
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Sko. 1.14. Instead of the preBent rigidity of statatory provlsionB describing the 
number and terms of offline of the board of directors and the officers of land bank 
associations, the bill will permit necessary TariBtlons of these requirements to be 
set out In the bylaws approved by the Farm Credit Administration. 

Sec. 1.15, The general corporate powers of land bank associations are accumu- 
lated In a alngle section. New powers are granted to otFer financial related services 
to borrowers, members, and applicants. The asBoclatlona will continue to endorse 
loans made by the land banks In their territory and are given the authority to 
accept delegation of additional functions and responsibilities in making and 
servicing land bank loans. In order to properly finance these activities more 
flexibility is necessary in fixing fees and charges than under existing law. These 
coats will be controlled at the bank and Farm Credit level. 

Sec. 1.16. Borrowers from the land banks will be stockholders In the associa- 
tions, as at present. As a parallel to the possible Increase in stock requirement 
of land banks, assodations will be authorized to require borrowers to own stock 
In the association equal to not less than 5 per centum and not more than 10 per 
centum of the amount of the loan. Botb the association stock and land bank stock 
are retired on payment of the loan and may be retired upon default or under 
other servicing circumstances. The bill anthorizes associations to issue additional 
classes of stock with ditlering voting rights and dividend entitlement similar to 
the new authority provided for the land banks. 

Sec. 1.17, Existing la'W requiring the establishment and maistenance at a 
legal reserve is reenacted in subsection (a). A restriction on the payment of 
dividends, should the bank have stock outstanding held by the United States, 
has been added in subsection (b) as an Implementation to the provisions In 
Title IV. 

Sec. 1,18. Provision for the reserves and dividends of the land bank associa- 
tions and the distribution of their assets on dissolution is Identical with exist- 
ing law. 

'Sec. 1.19. The authority for the land banks and associations to enter into 
gain and loss sharing agreements notwithstanding the requirement that Hie 
association endorse the notes of land bank borrowers has been broadened to 
permit such agreements with other land bank associations and by eliminating 
the present requirement that such agre«net>ts shall provide that the gains and 
losses shall be "shared equally." 

Sec. 1.20. Stock issued by the land banks to land bank associations and stm^ 
Issued to borrowers by the association Is now required to be held as security for 
tlie loan. These existing provisions are consolidated and converted Into a lien 
requirement for the purpose of conformity with similar requirements in Titles 
II and III. 

Sec. 1.21. The existing law relating to the tax status of land banks and 
associations Is reenacted fay tbis section, Indnding technical corrections. 



Sec 2.0. The 12 Federal intermediate credit banks will be continued as fed- 
erally chartered Instrumentalities of the United States with permissive author- 
ity to merge with other similar credit banks across district lines. A change In 
the name or geographical designation other than the name of the city in irtilch 
the bank Is located is authorized. 

Sec, 2.1, Present law gives the Federal intermediate credit banks "all the 
usual iKwers of corporations," Nevertheless, the specific functions now author- 
ized indicate an intention for the creation of limited purpose banks. For tUs 
reason, the bill recites the general corporate powers of Federal Intermediate 
credit banks In the same manner as tliose proposed for the Federal land bank! 
and banks for cooperatives. Among the powers recited In this section whh^ aie 
not presently authorized are those {1) to purchase stock in or contribute to 
the surplus of production credit associations for purposes in addition to the 
retirement of production credit association stock held by the Government, (2) 
to delegate to production credit associations additional functional responslbiUty, 
and (3) the authority to participate In loans with other Intermediate credit 
banks and production credit associations. 

'Sec. 2,2, The voting stock In the credit banks is held by production credit aasoid- 
atlons. This section authorizes the i^uance of different classes of stock In lien <d 
Uie present authorization only for class A stock, to be available for purchase b7 



-dhyGoot^le 



the Goremor of the Farm Credit Administration, and class B atock, to be owned 
only by production credit aBsoclationa. New authorization la provided for the 
Issuance of nonvoting stock to production credit associations so as to extend 
dnanclal assistance to persons other than farmers, ranchers, and the producers or 
bairesters of aquatic products. In lieu of this nonvoting stock, the banks may 
issue nonvoting participation certificates for tbat purpose, as well as the issuance 
of participation certificates now autiioriwd for institutions other than production 
credit associations which qualify for discount of agricultural paper by the credit 
banks. Existing law relating to the adjustment of proportional ownership of the 
credit bank by the production credit associations is retained. Provision is also 
made for transfer of participation certificates held by other flnanclng InstitntiMis. 

'Sac. 2.3. The functons of 'Qie Federal intermediate credit banks of making loans 
to and discounting paper for production credit associations is broadened to in- 
clude a direct loan function in participation with production credit associations 
or with other credit banks in loans to eligible borrowers. The credit banks will 
also continue to discount paper representing loans made by flnanclng institutions 
other tlian the production credit associations to farmers and ranchers which are 
advanced or used in the first Instance for agricultural purposes. Authority Is also 
provided for leasing equipment to eligible borrowers. 

Sec 2.4. The loans and discounts authorized to be made by the credit banks are 
limited to tliose obligations which are payable in not more than 7 years from 
the date the loan is made or discounted by the bank. The present requirement 
that the discount rate to be the same for production credit associations and the 
other financing institutions is retained, as Is the flexible limitation on the maxi- 
mum interest rate on paper eligible for discount. 

Sec. 2.5. Financial related services under new authority may be furnished 
to borrowers and applicants for loans from tiie credit banks or production 
credit associations. This parallels the new authority to be granted to the Federal 
land banks, the Federal land bank associations, and production credit 
associations. 

Sec. 2.6. Rules for distribution of net earnings In any year In which the 
United States may hold the atock of a credit bank have not been changed in 
this section except to make proviaion for the creation and maintenance of 
reasonable unallocated contingency reserve accounts. It is frequently preferable 
to have a source account from which contingent and unanticipated expenses 
can be paid rather than to have to reduce previously allocated equities which 
might be necessary as a result of such payments under the present formula tor 
earnings distribution. 

The rigidity of the existing formula for distribution of earnings when the 
Government holds no credit bank stock at the end of the year will be relaxed 
mider subsection (c). iRegulatlons of tiie 'Farm Credit Administration under 
the statutory guidelines will then govern. In such Instances, the net earnings 
will ■still be distributed on a cooperative basis but with more flexibility In the 
distribution of earnings and making additions to the several reserve accounts. 

Sec. 2.7. Except for technical correlating changes, the provisions for the 
distribution of assets of the credit bank on possible dissolution are as now pro- 
vided in law. 

Sec. 2.8. The tax status of the Federal intermediate credit banks is stated 
separately in this section and Is identical in substance with the present law. 

8bc. 2.10. Existing provisions relating to the organiaation and chartera of 
production credit assodationa are retained to support the existing associations 
as Federal instmmentaiities and to provide for the possible creation of new 
associatloins. For example, the organization of an association in ^wajl is now 
ui^r consideratl<Hi. 

Etec. 2.11. As at present, the qualiflcation, terms, and elections of directors wUi 
be t»rovlded for in bylaws of associations as si^roved by the Farm Credit 
Administration. 

Sec. 2.12. In keeping with the pattern of assembling and identifying the general 
corporate powers of each type of institution of the System, this section prescribes 
existing assodatioa powers and adds the specific powers to purchase stock and 
contribute to the capital of other producHon credit associations and Federal 
intermediate credit tranks, participate in loans with Intermediate credit banks 
and other financing institutions, and to enter Into ioss sharing agreements with 
aitd perform functions delegated by the Federal Intermediate credit banks. 

3kc. 2,13. Preeently. production credit associations may issue class B stock to 
borrowers, class C stock to the Government and to other Inveetois WJon approval 
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of 66% percent of -tlie sbares of ootcrtiandliig stock, and a class A stock to tlie 
Governor and other Investors. The class C stock Is nonvoting preferred and div- 
idends not exceeding 7 percent per annum may be paid thereon, subject to creittt 
bank and Farm Credit approval. Any class C or class A stock held hy the Gover- 
nor Is to be retired at the determination of the Governor, but If the assets of the 
association are insufficient, then the Governor may require the Federal inter- 
mediate credit bank to purchase class A or class G stock Id the association, the 
proceeds of which purchase were then used to retire the stock held by the Gov- 
ernor In the association. The stock-Issuing authority has been broadened In the 
bill to eliminate the designation of classes but to provide for Issuance of voting 
stock, nonvoting stock, preferred stock, participation certificates, and contribu- 
tions to equity reserve, all as means of providing adequate capitalization to per- 
mit the associations to extend adequate short- and intermediate- term credit to 
eligible applicants. The voting control will still be limited to farmers and ranch- 
ers. Nonvoting stock may be Issued to the Governor and other Investors and pre- 
ferred stock, also nonvoting, will be Issued only upon approval of a majority vote 
of the outstanding ahares of stock. 

The existing provision requiring the exchange of voting stock to nonvoting 
stock witliln two years after the holder (tf the voting stock has ceased to be a 
borrower is retained. 

The foregoing cbanges, while preserving the general pattern of capitalization 
of the production credit associations, will result In considerably more flexibility 
to meet the changing capital needs of these organizations. 

i8ec. 2.14. The existing provisions for the application of earnings and restoration 
of capital Impairment and surplus account are reenacted vrithout change. In- 
cluding the formula for establishing the reserve for bad debts. Net earnings may 
be distributed on a patronage basis and the surplus account allocated to patrons, 
'nils permits the operation of the production credit asBociatlons on a co<^»eratlve 
baeds. 

Sec. 2.15. The present authority for associations to make loans to fanners and 
ranchers has been broadened to Include the making of guarantees or the par- 
ticipation with other lenders in such loans and to the producers or tiarveaters of 
aquatic products, making loans to rural residents for hous'ng financing In rural 
areas under Farm Credit regulations. The areas in which such loans would be 
made and to the extent of such loans would be In accordance with those regala- 
tions, thus permitting this typeof credit to be responsive to varying local demands. 
Hllg'bie persons also will include those furnishing to fanners and ranchers 
custom-type services relating to agricultural production. Under these broadraed 
purposes, the general objectives ot the credit available through these institutions 
to meet the short- and Intermediate-credit needs of persons In rural areas will 
be comparhale to the authority of the land banks and land bank associations with 
respect to the long-term credit needs in the same area. 

The terms and conditions of production credit aasociatton loans are now left 
to those prescribed by the farm credit board of the district, vrith the approval 0* 
the Farm Credit Administration. Subsection (b) provides some additional Stata- 
tory guidelines with the objective of providing authorized credit at lowest reason- 
able coat, talcing into account the cost of money, reserves, the services provided 
to borrowers and members, and the operation of the association on a sound busi- 
ness basis. Tie authorization for a contractual variable interest rate, as a 
Federal rule applicable to associations, is speciflcally covered and agreemraitB 
for continuing commitment of aline of credit wlU be an added benefit to farmers 
and ranchers. In lieu of the present limitation on Indebtedness to any one bor- 
rower (15 percent of the capital and surplus without prior approval of the credit 
bank, or 35 percent of the capital and surplus without prior approval of the bank 
and Farm Credit Administration) authority for regulations describing the types 
and amounts of loans requiring prior approval Is snbstituted. 

Sec. 2.16. ^Some financial related services are now being furnished to assodatlon 
borrowers, including credit life and hall Insurance, and electronic farm record- 
keeping. Demand is growing, however, for added services relating to the borrow- 
ers' total financial needs which cannot be justl'fled as necessary and incidental to 
the making of a loan. Hence, associations would be authorized to offer them to 
borrowers, members, and applicants, 

Quo. 2.17. The tax status of production credit associations under existing law 
Is reenacted without change, bringing those provisions under the production 
credit association part of the bill Instead of being combined with banks for coop- 
eraMveB tax status under present law. 
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TTTU m-^uHKB n» coopERATtras 

9sa. 3.0. Ttie 12 district banks for cooperatlvee and the Central Bank for Coop- 
eratlves will continue as federally chartered Instmmentalltles of tile Unlt^ 
States. However, permissive antborlty Is granted for two or more audi banks to 
merge. The banks may also change their names from the dtles in which the? are 
located to other geographical deelgnations. Authority Is provided for the optional 
location of the Central Bank ontaide of Washington, D.C. 

Sbc. 3.1. The gen^^l corporate powers assembled In this section broaden 
lint identify more speciQcalty the existing corporate powers of both the district 
and Central banks. The powers to make credit commitments and provide other 
assistance, participation In loans with other banks for cooperatives and with 
commercial banks and other financial inatltntions are clarified. 

Sec. 3.2. No change Is made In the character of the Central Bank board 
and the district farm credit boards will continue to also be the boards for the 
district banks for cooperatives. 

Sec. 3.3. Banks for cooperatives may now Issue three classes of stock. Class A 
is for Issuance only to the Governor of the Farm Credit Administration and 
presently has all been retired. Class B stock Is an Investment stock which may 
be sold to any purchaser. Dividends thereon are limited to 4 percent. A minimnm 
dividend of 2 percent must be paid thereon before the bank may distribute 
patronage refunds to borrowers. Class C stock Is Issued only to other banks fot 
cooperatives and to eligible cooperative associations. In addition to one qnallfy- 
log share of class C stock, borrowers must purchase additional class C stock 
equal to from 10 to 25 percent of their quarterly interest payments. When the 
Central Bank makes a direct loan or participates In a loan made by the district 
bank, stock Is purchased by the borrower In the district bank which in turn 
purchases a like amount of stock of the Central Bank. Only district banks own 
class G stock tn the Central Bank. 

The bill would authorize various classes of stock. Voting stock would con- 
Hnne to be held only by banks for cooperatives and associations eligible to 
borrow. Only one vote would be permitted to each holder of voting stock regard- 
less of the number of shares held. The same limitation now applies. Xonvottng 
investment stock In different series could be Issued nith the privilege of exchange 
tar voting stock for an eligible association. 

Sec. 3.4. The present limitation of 4 percent on dividends on the nonvoting 
Investment stock (comparable to B stock) are removed. Such nonvoting stock 
without dividends could be purchased by the Governor, as at present. 

Sec. 3.5. The retirement of stock is the other important element In adequate 
capitalization of the banks for cooperatives. Because of the present limitation 
on rate of dividends on investment Stock, very little Of it has been Issued. 
Without that limitation, more may be issued. If so, call privilege should be 
attendant thereto In the discretion of the bank. Voting stock on the other band 
constitutes the equity Investment of borrowers In their own bank. Voting stock 
has historically been retired in the order of Its date of issne. oldest outstanding 
flrsL During the repayment of stock beld by the Government, accomplished 
Bnally on December 31, 1968, it was not possible under the law to retire much 
nf the equity voting stock. The bill provides flesibillty in the future retirement 
of equltleB, with the proviso that obligations to the holders of such equities to 
retire them, in order of their Issue, must first be satisfield before any other order 
of call or retirement formula shall be employed. 

Sbc. 3.6. Provision Is retained permitting associations which may be pro- 
hibited from purchasing stock in another corporation to satisfy the stock owner- 
ship requirement for borrowers by subscribing to a guaranty fund equivalent. 

Sec. 3.7. The present power of banks for cooperatives to make loans to eligible 
cooperatives Is expended to extending technical assistance and other types of 
Bnancial assistance including guarantees, collateral custody, leasing equipment, 
and participation with flnandal institutions. Such authority will provide Indi- 
vidual banks and the BC system additional flexibility need to meet the diverse 
and changing needs of their cooperative stockholders. 

Sec. 3.8. The present eligibility of cooperatives for loans is stated by cross 
reference to the definition of cooperatives in the Agricultural Marketing Act, 
which in turn is based on the definition in the Capper-Volstead Act. Strictly 
, Interpreted, Qiose acts make Ineligible for credit from a bank for cooperatives 
any organization in which voting control Is not limited entirely <to producers 
of agricultural commodities. Administratively, eligibility rules have permitted 
loanB to cD<^>eratives which have not less than 90 percent voting control in 
prodncen. A broader Inteipretatlon also applies with respect to farmers mutual 
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insurance companieB where a minimum of 75 percent memberslilp and control 

must be prrxiiieerB. 

Other legislation designed to benefit cooperatives, including the Internal 
Revenue Code and the r^ulatlon of transportation t>y Interstate CMumerce 
Commission, requires "substantially all" tlie voting control to be In prodncers. 
Tills term has not been defined nor has tlie application thereof produced uni- 
form resultfi. 

The bill therefore contains a separate definition of eligible cooperatives with 
permissive authority for a district board to lower the voting media requirement 
for eligible borrowers to 66% percent to be held by farmers or producers or 
harvesters of aquatic products. The bill extends to flsber; co<4>eTatlveB ell^- 
bllity to borrow from the banks. Otherwise, the eligiblll'ty standards are com- 
parable to those which now exist. 

The only other change in the new definition Is to exclude business done as a 
public utility from the computation of business required to meet the present 
rule that not more than 50 percent of the business of the cooperative can be 
done with aoamembers. 

SEa 3.9. The capitalisation of tlte Imnks for cooperatlvee, now complete bor- 
rower on^ted. will In the future necessarily be Increaseil The principal present 
metiiods of Increasing capital are by requiring borrowers to purchase additional 
stock equal to from 10 to 25 percent of each quarterly interest payment on their 
loans (override) and by retaining net earnings. With broadened authority for 
stock Issues, more latitude will be also provided for the manner In which bor- 
rowers will be required to invest in equity capital. These altemaMves Include 
adviance purchase of stock in an amount equal to not more than 10 per centum 
of the face of the loan, as well as the present ao-oalled "ovenlde" method, and 
other measures to achieve adequate capitalization and equitable a>wnersblp of 
the banks by borrowers. 

In participation loans with financial institutions other than banks for coopera- 
tives, the stock purchase requirement and distribution of earnings may undM 
subsection (b) i>e determined on the amount of the loan retained by the bank for 
cooperatives. 

^Ec. 3.10. Rates and charges for loans by banlca for cooperatives ere now deter- 
mined by district boards, "subject to such terms and conditions as may be ive- 
scrlbed by Farm Credit Administration." This section preserves that latitude bnt 
establishes statutory guidelines to achieve the lowest reason^ie costs to bor- 
rowers for loans and services. Different rates could Ije establlsbed for different 
types of loans or credit risks. It also gives statutory support for agreements to 
vary the interest rate during the repayment period to reflect changes in current 
coat of money. 

Sbo. 3.11. Banks for cooperatives may request the purchase of their stock bj 
the Governor. Should such purchases be made, rigid statutory formula governs 
the distribution at earnings until that stock Is retired. Existing rules are retained 
for such circumstance, modified only to jwrmit the payment of any tax deficiency 
assessment to be cliarged to any acoount rather than solely to current eamln{s 

Under suhBeetion (b), when at the end of any flseai year there is no stock 
held by the Governor, more flexibility will be permitted, under Farm Credit 
Administration regulations. In tile distribution of earnings to various reserve 
and surplus accounts and to patronage refunds and equity retirement. 

Sec. 3.12. To comply with one of the basic principles of cooperative law pro- 
vision Is made for the possible dissolution of tbe banks for cooperatives and, in 
that event, for the distribution of their remaining assets to tbeir memtters. Tbe 
substance of existing law Is repeated here. The determination of the distribution 
of unallocated reserves, If any. is left to rules to be prescribed by tbe Farm 
Credit Administration, depending on the circumstances at tbe time of dlssolntion. 

Sbc. 3.13. The tax status of the banks for cooperatives under existing law is 
reenacted. 

TrrtE IV PROVISIONS applicable to two OB UOBE CLASSES OF IRSTITtrcIONS OF THE 

^os. 4.0-4.1. Banks for cooperatives now have access to temporary Pedertl 
Investment therein through purchase of stock out of the $148,001,000 revolying 
fund provided In the Agricultural Markpting Act ( P.I,. 8&-4M. 76 Stat. 10») . The 
intermediate credit banks and the production credit associations have access to 
Federal investment therein through purchase of stock therein out of s revolving 
fund of »111,708,000 described in the Farm Credit Act of 1961 (P.L. 8T-S43, TO 
Stat 768). Stock ma; be purchased in the land banks by the United States. Alio. 
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the land banks may receive from the Secretary of the Treasury In his discretion 
deposits of Federal funds for their temporaiy use, the aggregate of which Is 
limited to 6 milllou dollars. The credit banbs and the banks for cooperatives are 
required by existing law to pay 25 percent of their net earnings, after operating 
expenses, restoration of Impairment of capital, maintenance of surplus, but not 
exceeding the computed average rate of interest on public debt Issues for the pre- 
ceding year, as a franchise tax, when the Governor holds their stock. A similar 
provision applies to the land banks but no current fund Is available for purchases 
of their stock by the Governor. The production credit associations pay dividends 
on stock held by the Governor. The land banks pay interest on deposits therein 
by the Secretary of the Treasury. 

The two revolving funds would be preserved and made available for purchase 
of stock by the Governor in credit banks and banks for cooperatives. It requires 
the payment of 25 percent of net earnings, but not to exceed a rate computed to 
be the yield of outstanding Issues of public debt In the preceding year, as a 
franchise tax when the Governor holds such stock. 

In addition, retirement of such stock held by the Governor Is required when 
such temporary Investment is no longer needed, as determined by the Governor. 
Proceeds of the franchise tax are for deposit in the miscellaneous receipts of the 
Treasury. Proceeds of the stock retirement are returned to the respective revolving 
funds. 

Skc. 4.2. Bach bank of the System Is given the power to borrow from or loan 
to any other institution of the System, to borrow from commercial banks or other 
lending institutions, issue notes on its own Individual credit, and to Invest its 
excess funds as It may determine, under general supervision of the Farm Credit 
Administration. 

The issuance by individual banks of bonds, debentures, or similar obligations 
collateralized by notes and obligations of others held by it, and the amounts, 
maturities, and rates of such issues as determined by the banks are subject to 
Farm Credit Administration approval. 

Consolidated notes, bonds, and debentures and other joint collateralized bor- 
rowing with other banks operating under the same title of this Act are likewise 
subject to Farm Credit Administration approval. This power is an extension of 
the consolidated bonds and debentures now authorized to be issued by each of the 
three branches of the System. 

As recommended by the report of the Farm Credit Administration Finance 
Advisory Committee, authority for Systemwide notes, bonds, debentures, and 
other obligations is added. 

Sec. 4.3. The banks will be limited In the issnanee of and participation In Joint 
Issues to an amount which, together with outstanding issues, does not exceed 20 
times their capital and surplus. This is the statutory limit for land banlis and 
credit banlis now. It extends the present 5 times capital and surplus limit of the 
Central Bank for Cooperatives and the 8 times capital and surplus limit for 
consolidated issues of the Central and district banks for cooperatives. These con- 
solidated Issues are now approaching the 8 to 1 limit 

Sec. 4.4. The banks are jointly and severally liable on Joint or consolidated 
bonds and would also be liable jointly and severally on System-wide obligations. 
Here would, however, be a tiered liability, so that banks operating under each 
title would be first called upon in the case of Issuance by such banks, to make 
up any deficiency on the part of a similar bank in interest or principal payments. 
No liability can be assumed by the United States In connection with such obliga- 

Sec. 4.5. This section preserves the statutory committee of presidents of the 
participating banks for determining the amount, maturities, rates, and prop<K'- 
tionate participation in issues of bonds, debentures, and similar joint funding, 
onder appropriate resolutions of bank txiards. Enlisting law will he modified only 
to permit adaptation of these committees to the possibility of Systemwide security 

>8bc. 4.6. This section, making long-term collateralized obligations legal Invest- 
menta for trust funds, preserves existing law. 

Sec. 4.7. Tils section extends provisions applicable to purchase and sale by the 
Federal Reserve Banks of farm loan bonds of the land banks to other obligations 
issued by any of the banks of the Farm Credit System. 

Sec. 4.8. Rach bank Is authorized to purchase Its own obligations and the obll- 
Ntlons of other banks of the System and to sell their obligations through fiscal 
agents, by negotiation, bid, or syndicate, and to deliver securities by book entry, 
wire transfer, or other means. 
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6ko. 4.9. Tbe exJaMng flflcal agent for the banks of the STStem Ig siq^rted 
UDder present law authorizing sale of bonds and debentures through a common 
selling Agency. This section broadens the authority to Inclnde permlaslTe handling 
cash Bow and Interbank and intersystem transfer of funds by the fiscal agent A 
corporate organization of the fiscal agency has been suggested, bnt nnder the 
QoTemment Coriwration Control Act spectQc legislation would be required and 
is not now proposed. 

'Sea 4.10. As Indicated in earlier sections, possible merger of the banks Is 
contemplated and autborlxed. 

Sec 4.11. In the event of merger of like banks across farm credit ^strict lines, 
a board ol directors for the merged bank would be made up of the two district 
directors elected by each of the district boards merged and one director a[qx>inted 
by tJie Governor with approval of the Federal Bcwrd. At least one of the dlrecbna 
elected by each district board would hare to be a member electedby the qualified 
rc^ng shareholders of a bank bedng merged. 

Sec. 4j12. Existing authorizatlion for voluntary mei^r ot associations Is re- 
tained. This section adds the right of the Governor to require mei^ers of like 
assodatlons for default of obligations, failure to provide adequaite credit services 
for which they are chartered or conduct Its operations In accordance with mppll- 
cable law. 

Tln£ V— DISTBICT AND FABU CBEDIT ADMInlSTSATIOn OBOARlZATTOn' 

iSbg. 5.0. ^niere are now twelve farm credit districts designated by ntmber, 
district two Including Pnerto Hico. This section contemplates that ooe or more 
districts may agree to merge. 

Seo. 5.1. Changes made In the substance of existing provisions for diatrlct 
boards include a new prahfbltloa against a district director being or becoming a 
salaried employee of the Farm Credit Administration or of any bank or Bssoda- 
tlon In the district within one year after his term expires and the extenrion of 
the term of appointed directors to permit the staggering of appotntmeirts anxmg 
districts. 

Sec. 6.2. Present nomiimt^g and election procedoces are preserved, wMi 
diangee only to permit advance certifloatlon of election strength ot aasodatlMH, 
to .protect secrecy of ballots cast, and to list only the top three candidates stHml- 
nated, In lieu of the top 10, In the election list. In case of a Me, a ranoflF will be 
required rather than selection by Farm Credit Admlni^ratlon as now permitted. 

Because of the temporary character of possible Government investment In 
stock of the associations under the bill, existing provtsion for aitpointment of 
additional directors to district boards by the Governor nhen stock owned b; 
the Governor equals one-third of the total stock, surplus and reserves ot a land 
bank, a district bank for cooperatives, or the production credit associations of 
tie district (collectively ) , have been omitted. 

Sec. 5.3. Tlie function of the district board as the directors of the banks of 
the district la preserved and consolidated. 

Sbcs. 5.4-6.5. These sections reenact existing law. 

Sec. 5.S. Changes in the power of the district board Inclnde more fq»eclfic power 
tor rules and regulations governing the banks and associations In the district 
and the employees of the institutions of the district Veterans preference require- 
ment has been dropped in view of the private ownership, political activity re- 
quirement liberalized slightly, and a general authority to govern conflicts of 
Interest of employees has been added. 

In subsection (a) (5), broader autbority for Intradlstrict joint services Is 
provided. Otherwise this section corresponds to existing law ■with technksl 
updating. 

Sec. 5.7. The existing status of Farm Credit Administration is preserved bj 
this section. 

Sec. 5.8. The Federal Farm Credit Board will continue to be constituted as at 
present. An additional limitation prohibits a member from becoming a salaried 
officer or employee of any Itank of the System or of Farm Credit Administration 
within one year after his service on the Board terminates. In subsection (e) 
provlsimi is made tor a nonvoting representative of a district board to meet 
with the Board prior to the fliling of a vacancy. In subsection (h) the present 
T5-day limit on the number o( days for which the Board may be compensated 
is replaced with a more flexible rule similar to the rule applicable to diatikt 
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boards. Tb» new prorMon will permU closer commanlcatton betwe^i tlie Fed- 
eral and tbe dlMilct board& 

Sbc, 6.9. The preBcnt function of the Board to eetabllsh general poltcy lor 
guidance of Farm Credit Administration and tbe Institntlons of tbe System Is 
preserred. 

Sec. Q.IO. No change is made in the appointment and function ol the Governor. 

Sec. S.11. The Governor's salary Is fixed in tbe Executive Pay Schedule. See 
section 5.27 of the blU. 

Sec. 6.12. Existing law Is repeated relating to the Qoremor's responsibility to 
and action on bebalf of the Board. 

Ski. 6.13. The only change in this section Is to eliminate present reference to 
tbe salary of not more than three deputy governors. 

Sec. 6.14. This is a repetition of existing law. 

8x0. 6.15. Tbe customary Inclusion of spedfled items Included In the scope of 
adnUnUtratlve expense Is preserved In its present form. Tbe authority for tbe 
payment of rent should be read with the elimination of the present requirement 
that the Farm Credit Administration be boused In tbe Department of Agriculture 
and wlUi the alternate quarters provlslMi in section 5.17 of tbe bill. 

Seo. S.16. The present method of estimating and collecting assessments for the 
expenses of Farm Credit Administration is preserved, but separate estimates of 
the costs of examination and of supervision has been eliminated. Excess col- 
lection of assessments over actual cost for a year will be credited to the next 
assessment rather than dl^ursed In cash. 

Sec 5.17. As an alternate to housing the Farm Credit Administration In a 
Federal building and paying rent to be assessed against the institutions of the 
System, authority Is provided for the System to acquire or construct and own a 
building to house the Administration. Anthorlxation for the Federal Home Loan 
Bank Board building should be considered with this section. 

Sec. 5.18. Throughout existing law there are over two hundred references to 
powers of the Farm Credit Administration, These include providing rules and 
regulations relating to specific functions or actions of the banlis and associations. 
lici title of this bill provides for general supervision. The few specific powers 
reserved to Farm Credit Administration which appear to be essential to the 
effectlTe operatltni of the System and adequate sopervielim are assembled In this 
section. 

Sec 5.19. Consonant with borrower ownership, management, and control, with 
adequate policy and anpervisory guidance. It la the purpose of this section to 
aecure effective adm'nlstratlon of the act as close to the borrower beneficiary as 
can be accomplished. To this end, matters vested in the banks, or delegated by 
Farm Credit Administration to them, may under this section be redelegated to 
associations. 

Sec. 5.20. Some seventeen references In existing law to farm credit examiners 
and exam'nations of the banks and associations are consolidated In tbla section. 
New material permits tbe use of Independent certified public accountants for 
examination and audit In circumstances determined by tbe Governor to be 
appropriate. 

8bc8. 5.21-5.23. Existing law giving access to necessary information on flnancia! 
cMidltlon of national and State banks and other institutions with which the banks 
and associations of the System do business is consolidated in these sectlfflis. 

See 5.24. Citizenship of institutions of the System and Judicial jurisdiction 
toond in eilst:ng law is retained. 

Sec 6.25. This section is an adaptation of a provision in the land bank 1916 
Act The bill would extend its applicability to the adverse Impact of State laws 
on obligations and securities held by any institution of the System. In tbe event 
OF such adverse Impact, such obligations and securities might be determined 
by the Farm Credit Administration to be Ineligible as collateral for Issnes of 
obligations authorized In this Act. 

Sec. 5.26. The original Federal Farm Loan Act, as amended, and the 1933 
Farm Credit Act, as amended, and some nine supplementary acts are repealed. 
References in other legislation to those Acts will be construed to refer, to com- 
parable provisions of this Act. Subsection (b) is a savings clause preserving 
the validity of all things done under the Acts reiiealed In order to avoid dis- 
ruption of the operations of the System. 

Sec. 6.27. Subse<rtlon (a) changes the compensation of the Governor from 
Levd IV to Level III of the Executive Pay Schedule. Subsection (b) authoriaes 
Ute Federal Reserve Banks to act as fiscal agents for the land banks and banks 
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for cooperatives, as well as the Intermediate credit banks ae now antborlEed. 
Land banks and banks tor cooperatives are now served, at the request of the 
Treasury, under agreements with the Federal Reserve Banks. 

Sec. 5.28. This Is a customary severability provision. A similar provlelnii iB 
found in the Federal Farm Loan Act and the Farm Credit Act of 1933. 

Sec. 5.29. The reservation of congresslooal rl^t of amendment or repeal dates 
back to the 1916 Act. 



Mr. Chairman, I am privileged to be a cosponsor of S. I4S3, as I believe the 
thrust of this legislation will expand credit opportunities for rural America to 
assist them in meeting the demands caused by our present economic situation 
and increased need for capital investment within the agricultural community. 
Although the Farm Credit System has had enviable success, the need for changes 
in the existing law to permit an adequate credit supply Is obvious. The United 
States government has numerous programs designed to provide rural credit, but 
as Is so often Cbe case, those meritorious programs are grossly underfunded. 
In my judgment, affirmative legislative action must be taken now to insure tile 
availability of a dependable supply of credit designed to meet the current and 
future needs of our farmers, and is mandatory to continued successful agricul- 
tural growtb and development in this nation. 

In May 1969 a ten-month study on the present and future credit needs of 
agriculture was undertaken by a Commission on Agricultural Credit Composed 
of national farm leaders and officials in the Farm Credit System, detailed recom- 
mendations were developed. After thorough discussion and examination, the 
recommendations resulted in the comprehensive proposal presently before this 
Committee. In short, there bas been an extensive and thoughtful study given to 
this subject In an effort to insure that the Farm Credit -System can meet the 
changing and growing credit needs of rural America. 

By modernizing Farm Credit laws, we are not adding a new organization to 
the Federal Bureaucracy. Federal I^nd Banks, Federal Intermediate Credit 
Banks. Production Credit Associations, and banks for cooperatives make up the 
Federal Credit System, and this system is supervised by the Farm Credit Ad- 
ministration, an independent Federal Agency. By permitting greater flexibility 
within existing programs, the Farm Credit System will be able to adequate^ 
react to the Increasing credit needs. These needs encompass housing, adequate 
water and sewer systems, new industrial development, demands for machinery, 
equipment, livestock and other necessary capital investments. 

Today there is a $15 billion source of credit outstanding to farmers and their 
cooperatives, and American farmers have more than $1 billion Invested In the 
capital stock of their cooperatives. Although this is a major accomplishment, 
the credit needs are ever increasing. I believe that S. 14S3 provides the proper 
vehicle for meeting these needs, and I recommend favorable consideration of this 
legtelation. 

Senator McGovern. Our first witness for today is Mr. Jonathan 
Davis who is the Oha,innan of the Federal Farm Credit Board, Ster- 
ling Junction, Mass. 

Mr. Davis, we will be happy to hear you. 

Senator Bellmon, do you have an opwiing statement ? 

Senator Belluon. Yes, sir ; I do have. 

Senator McGovern. Do you want Mr. Davis to go ahead? 

Senator Bellmon. Yes; please. 

Senator McGovekn. Proceed, Mr. Davis, 

STATEMENT OF JOHATHAIT DAVIS, CHAIBHAN, FESEKAI FASH 
CBESIT BOAES, STEKLING JUNCTION, MASS. 

Mr, Davis. My name is Jonathan Davis. I am a farmer in business 
with my two sons in Sterling, Mass. We have a family farm. We raise 
Holstein cattle, apples, peaches, and pears. I just have recently retired 
as president of Agway, which is a farm cooperative dealing in farm 
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supplies and marketing based in Syracuse, N.Y,, and Mr, Chairman, 
as you said, I am currently chairman of the Federal Farm Credit 
Board. 

I appreciate this opportunity to bring to this committee the back- 
ground of the farm credit system and also to point out some of the 
reasons why we so heartily endorse Senate bill 1483. 

I think it is pretty hard for a farmer to give any testimony unless 
he relates it to something in his own farm, and if you will pardon my 
doing so I would like to relate some of the history of the Farm Credit 
to our own farm. 

Back in 1840 my great-grandfather arrived in Sterling with five 
cows and a t«am of oxen. No one ever told him he was poor so he got 
along very well in the community and about 10 years later his son 
decided he would like to buy into the operation and he bought a half 
interest. 

We still have the documents showing he bought a half interest in 
the cattle and equipment for $250. He had to do that not all at once 
but his father financed him and they also had a father-son agreement 
in buying the farm. This was a farm of 84 acres and it went along 
until my father came along in the early 1900's and purchased his share 
of it. He had to use commercial bank credit then. This was before 
Farm Credit was in existence and it took considerable doing to get 
enough credit to handle it. The type of credit was not exactly suitable 
to a farm, but at least he got along. 

Then in 1961 (iie first Farm Credit Act was enacted and then it was 
possible to get a land bank loan. We had the 12 districts and the 12 
district Federal banks. At that time ray father didn't take advantage 
of it but kept the existing loans. It wasn't until 1933 when our local 
bank got caught in the depression and ended up insolvent and they de- 
manded payment of our loans that we really appreciated what the 
Farm Credit was all about. At that time we would have lost our farms 
if it hadn't been for Farm Credit. 

It was at this time also that my brother and I had entered into the 
partnership with my father and it was still a family farm but it had 
grown from the original 84 acres to quite a few hundred acres at that 
time. 

Well, the act of 1923 originally set up the Federal intermediate 
credit banks but it wasn't until 1933 that the Production Credit As- 
sociation came into existence and also the 13 banks for cooperatives. 
But it was really until 1953 when the present form of legislation came 
about and the Federal Farm Credit Board was established. At that 
time $256 million of Oovemment capital was invested in the system. 

I was very privileged to be on the Board in 1968 when the system 
paid off the last of this capital completely. This is farmer owned, as 
you know, Mr. Chairman, and today we have a net worth of $2.2 billion 
which represents the stock investments of farmers in their coopera- 
tive banks and associations. 

We have about a million farmers who own the system and 4,000 
cooperatives. 

I^t year this group of people borrowed $12.4 billion and we have 
outstanding $15 billion in loans. 

There have been tremendous changes in agriculture. Perhaps first 
I should wind up my own story because 4 years ago my two sons came 
home and wanted to come into the business. Unfortunately by father 
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uid my brother died almost at the same time and it was really diffi- 
cult to finance it then because the 84 acres had grown t« around 1,500. 
This didnt show that we were tremendously wealthy but showed the 
chanftfe in agriculture that you had to have to make a living for three 
families. 

So here again Farm Credit Board — land bank and production 
credit — came to our aid and we had to go to the limit because there 
were a lot of other members of the family that needed to be paid off 
their share of the estates of my brother and father, but we just barely 
made it. My two sons, who just turned 30, have had experience which 
the Farm Credit Board felt experience was worthwhile even though 
it was limited in the amount it could loan. 

I dont think I need to tell this committee or go into detail in the 
changes of agriculture. The concern now is as to the future. I have 
four grandsons who in 10 or 15 years will be coming along. Under 
present conditions I can see no way they could possibly get into the 
farming business because the credit needs have grown so fast, our 
equipment, our investment in machinery has grown so fast. The ^- 
perts say it has more than doubled in the la^ 10 years and it will 
double in the next 10. I thoroughly believe that, even though I am 
not an expert, but just from our own experience. 

Most of the laws pertaining to Federal land bank were enacted in 
1916. They were very restrictive, and rightfully so, at that time be- 
cause certainly farmers had no experience lending money. Those laws 
have been amended from time to time and some of the restrictions 
removed, but still I would call it, as a farmer I wou'd say the present 
laws are quite a hodgepodge, they look like some of our fann build- 
ings that are additions put on all sides of them imtil flnallj you need 
to DuUd a new bam. But this is a situation we feel we are m now and 
that the time has come for complete remodeling of farm credit laws. 

In essence, this legislation, at no cost to the taxpayers seeks to allow 
the system which American farmersj ranchers, and their oooperatives 
have built and now own, to modernize its methods of operation so as 
to better serve agriculture in rural America. 

This proposed legislation has not been arrived at hastily. Soon after 
the Government capital was paid out in the latter part of 1968 the 
Federal Board set up this Agricultural Commission to work on what 
we need for credit in ugTiculture. I would call it a blue ribbon com- 
mission. We took about half the members from the system, the other 
half we took from all agricultural areas, finance, and farm leaders 
throughout the United Stetes, and they worked hard and diligently on 
the proposals. Then it went back to the Farm Credit Board andj after 
a great deal of discus^on in the system, has been presented as this bill. 

Now, I was very pleased that your committee has asked the authors 
of this study to appear today. It gives me a great deal of pleasure to 
introduce the next witness who is a neighbor of mine from Connecticut, 
Julian Thayer of Middlefield. He is a recently retired farmer. Here 
again it was a father- son partnership. He is well qualified, I think, 
to start the report of the Commission. I respectfully request that my 
full statement be made a part of the record. 

(The prepared statement of Mr. Davis is as follows :) 

Mi. Obalrmaa and members «f the enbctnunittee, mj nsme la Jam&Mii Dvrta. 
I am a dairy fanner and fmit grower from -Sterling Junction, MflsaacbasettB and 
the Immediate past president of AgwAS, Inc., a farmsr cocqteratlre be>dqnfti4«wd 
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at STmcoae, Nev Toifc. I am cnrrentiy Ctolrman ot tbe Federal Pann Ch<edlt 
Board whicb, amon^ its ditties, Is chained by Goneress wltb tbe responsibility at 
Tec3ommMKUn« legislation affectliiK the coopemtlve Farm Credit System. 

I appreciate the opportunity to brini; to the attMttion of this dUrttngulShed 
committee some of the backgronnd of the Farm Credit System and to indicate 
some of the <^iangiitg credit needs of farmers which have resulted in the legis- 
latioD-^. 1483 — I am here to endorse. 

It was through the wisdom of the Congress that this System had Its begin- 
Ding. Shortly after the turn of tbe century, as farmers moved further and further 
away from subsistence agriculture, the need for long term credit began to 
increase. The free land was gona Mechanization was on the increase. Larger 
farms were needed for efficient operations. Credit, however, was either unavail- 
able or had terms unsnited to agriculture. At t»est credit was short term and 
undependable. The Farm Credit Act of 1916 changed aU that It provided for 
tbe organization and initial capitalization of 12 Federal Land Banks and per- 
mitted organization of local National Farm I.<oan Associations through which 
the I«nd Banks would make loans. These are now calied Federal Land Bank 
Associations. 

The agricultural depression of the early 1&20'b cansed yet another problem 
(or farmers. Short and Intermediate term credit for operating and other pro- 
duction purposes became scarce. To help alleviate this. Congress enacted legis- 
lation creating 12 Federal Intermediate Credit Banks. It was hc^ied that financ- 
ing institntliMiB serving agriculture would discount farmers' notes with tliese 
Banks and hdp close tbe existing credit gap. However, this was not done to 
tbe extent expected and in 1933 the Congress provided for the establishment 
by farmers of local credit cooperatives. Production Credit Associations, which 
could mabe loans and discount notes with the Federal Intermediate Credit 
Banks. Also provided In the legislation was the Initial capital necessary to start 
these Associations. 

The Farm Credit Act of 1933 also aided farmer cD<^)eratlves by establishing 
and capMaliring 13 Banks for Cooperatives. Many lenders did not understand 
cooperatives and were unable or unwilling to provide them with credit. An 
Executive Order that year established the Farm Credit Admlnlstratitm and 
placed all these credit institutions under its supervision. 

"Hie Farm Credit Administration was made a part of the U.S. Department 
of Agriculture in 1339 where It remained until the passage of the Farm Credit 
Act of 1963. This legislation created the Federal Farm Credit Board, which 
gave farmers representation In setting policies affecting the System, again made 
the Farm Credit Administration an independent agency, and paved tbe way 
for the ultimate ownership of the System by the farmers and cooperatives who 
borrowed from it 

When the Federal Farm Credit Board was established in 1953, the Federal 
Government had (346 million invested in the System. But the taltb of the 
Congress in the ability of farmers to participate In the control and to ultimately 
own their credit Institutions was Justified, and In 1Q6S the last of that investm^it 
was repaid. 

Today, the System has a total net worth of $2.2 billion of which Jl.l billion 
represents stock investments by farmers and their cooperatives. The System 
is owned by nearly one million farmers and 4,000 cooperatives. Last year these 
individuals and associations borrowed $12.4 billion through their own institu- 
tions and on December 31, 1670 had $14.8 billion in loans outstandine from them. 

During the &4 years in which the Farm Credit System has been in existence, 
we have witnessed changes In agrlcultnre that parallel those in aviation, medi- 
cine, and Other areas of science and technology. Looking back Just ten years, 
though farm population has declined substantially, marked increases have been 
recorded io agricultural production. Farmers today produce 20 percent more on 
6 percent fewer acres than they did ten years ago. Today, one farmer can produce 
the food and fiber requirements of 45 other people, compared to 23 other people 
a decade ago. Output per man hour on the farm has increased 82 percent In the 
past ten years and food prices have increased less than three-quarters as much 
as all other consumer goods. Today's farms are larger, more complex and more 
efficient than those of the past. But farms would not have become as large, as 
complex or as efficient, and farmers would not have been able to utlHze the ad- 
vance in science and technology to the extent they have had It not been for the 
availability of adequate credit on terms suited to agricultural needs. 
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^le concern now, of course, la wltb the future. We know tliat demands tor 
agricultural credit wilt Increase. Projections to 1980 put ttie need between $00 
billion and $140 billion, compared to some $60 billion being nsed today and $26 
billion in use 10 years ago. 

It is essential that farmers and their cooperatives have contlQaed access to 
credit and credit related services to meet their oaidtai needs and needs for tttose 
services essential to profltflble operations In tlie increasingly complex climate 
which the future is sure to hold. 

The iFarm Credit System has proven to be a dependable sonrce of credit and 
other services in the past. It must be equally so in the years ahead. 

Most of the law pertaining to the Federal Land Banks dates back to the original 
1916 Act, The precautionary limitations Imposed In that law, though necessary 
and appropriate in the early years, are now Inhibiting the extension and amount 
of the types of credit required by the owners of the Farm Credit System and 
rural residents. 

Tbe Farm Credit Acts of 1923 and 1933, creating the oUier segments of the 
System, were Avritten in much broader terms. These and otlier enactments have 
resulted in an extremely difficult set of laws to administer. 

Much of the ©listing law has become obsolete with the passage of time. Uod- 
ernlzation of other provisions is essential. We have found no satisfactory way to 
recommend simple amendments to present law to meet the needs of the future. 
TTie new Farm Credit Act, therefore, will replace existing law. The bill does not 
change the structupe of the System. It does, however, authorize more credit deci- 
siuiif^ M ^e uaue on ihe local and district levels. It also enables the Banks and 
Associations to broaden their activities to better help fill the credit needs of 
farmers, cooperatives and rural residents. 

In essence, this legislation, at no cost to the taxpayers of this Nation, seeks 
to allow this System, which American farmers, ranchers and ttieir co<^)enitlveB 
have built and now own, ta modemiae its metiiods of operation to better serve 
agrlcuHure and rural America now and In the future. 

This legislation did not come into being tia^tily. It is the t<esult of much inten- 
sive study and hard work. 

Aimost Immediately after the retirement of the last of the Oovenunent capital 
from the System, the Federal Farm Credit Board turned its full attention to the 
future. To obtain the best possible advice and counsel, the Board appointed a 
Commission on Agricultural Credit. It was composed of people representing many 
segments of t!ie agricultuiial and flnandat eommui^ties, as well as from within 
the Farm Credit System. 

Since the report of the Commission on A^cultural Credit had great bearing 
on the formulation of this legislation, it la indeed appropriate that this subcom- 
mittee has asked the authors-of that report to appear here today. 

The man who served as chairman of the Commission Is from the Fira; Farm 
Credit IMstrlOt, which I represent on the Federal Farm Credit Board. He Is 
Julian Thayer, a farmer from Middlefleld, Connecticut. We are indebted to Mr. 
Thayer for his work on the Commission. With jour permission, Mr. Chairman, 
I would like him to tell you about it. 

Mr. Davis. Mr. Thayer, 

STATEMENT OF JVLIAK B. THATER, CHAIRHAS, COMMISSION ON 
AGBICULTUBAL CBEDIT, MIDLLEPIELD, CONN. 

Mr. Thater. Mr. Chairmwi. 

Senator McGovern. Mr. Thayer. 

Mr. Thater. Members of the committee, my name is Julian Thayer. 
Since 1923 and until my recent retirement I nave owned and operated 
a poultry farm in the central part of Connecticut. Throughout most of 
these years I have had the privilege of being a borrower, a stockholder, 
and a member of the farm credit associations and banks. Also for 32 
consecutive years I have had the privilege of being exposed to the pol- 
icymaking procedure which is involved in the part of the fanners in 
this great cooperative credit system. I regard this as a very high priv- 
ilege, such a privilege that I hope that it can be perpetuated ror those 
who come after me. 
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Now the Commission's assignment. I think, has been very clearly 
outlined here, namely, to offer suggestiongs and advice as to the up- 
dating and the upgrading and the modernizing of the farm credit 
systems to fit the conditions under which farmers are going to operate 
in the nest decade. 

A word about the Commission's membership. There were 27 people 
on the Commission. Fourteen of these people were from the agricul- 
tural leadership all across this country, the four great farm organiza- 
tions, commodity organization, the farm press, commercial banking, 
and young farmers. The other 13 were what we call the farm credit 
family, and they came from different parts of the districts, land bank 
president, cooperative bank president, Federal credit bank president, 
the Chairman of the National PCA and also the FLBA Advisory 
Committee, and members scattered around from various districts who 
largely were chairmen of district boards. 

I should like now, if I may, Mr. Chairman, to introduce some key 
members of this Commission who are going to assist me in summariz- 
ing this report this morning. So I first would like to introduce 
Mr. C. W. McMillan, executive vice president of the National Cattle 
Association, who was a discussion leader on the Commission, and 
next I would like to introduce Mr, Greg L. Bamford, a young farmer 
from Haxtun, Colo., who is also one of our valued leaders. And then 
Mr. Richard A. Dell, National Rural Electric Cooperative Associa- 
tion, who is substituting today for Bob Partridge, its general manager, 
and la^, but certainly not least, our very capable vice president, some- 
where around here. Glen Harris from Richvale, Calif. 

I think a general statement as to the methods that we used in mak- 
ing this study will be of interest. 

We held seven working sessions over a 10-month period. Meetings 
were held in Chicago and Denver and Houston and New Orleans and, 
finally^ in Washington. 

Durmg the course of our deliberations we had one very important 
public forum at the American Institute of Cooperation held at the 
University of Wisconsin last year, or 1969. There was an agricultural 
credit section at this week-long conference and we were blessed with 
a readymade audience which would not have been created under our 
own system. These people had come for a week's conference at the 
institute so we had an overflow crowd of over 400 farmers from all 
across the country. It was a very fruitful forum. All of the proceed- 
ings were taped and they were incorporated into a printed report and 
allmembers of the Commission had that report. 

Very early in the game, or almost immediately upon organization, 
we put out a public request for comments from fanners or any other 
people interested in the subject that we had under consideration, and 
we received from these people more than 500 letters, most of which 
were thoughtful and extremely constructive. 

We had also the benefit of certain surveys, one made by farm 
publication, surveys which had been made within the district. In the 
course of our activities we were in consultation with 14 separate 
specialists and these were folks in the field of agriculture economics 
and in the field of commercial banking, from the USDA, and from 
within the farm credit system. 

The nature of our Commission's conclusions and recwnm^idations 
is of interest. I should like to say that our very first effort was a com- 
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plete orientation on the part of all members of the CommiBsion as to 
what the farm credit system was doing today in order that, after a 
study of economic trends and changes m agriculture, we could find a 
firm point of departure and know what our recommendations would be 
in the light of what already existed. 

Early we developed what we considered an appropriate long-range 
goal for the farm credit system. We had high hopes that tiiis goal 
would be general enough and good enough so it could serve as a goal 
for a long time for many years. You will hear more about this goal 
today. In essence it simply said the objective of the farm credit system 
was to serve and prosper the farmer and his organization so that, not 
in a selfish sense of the word, in the final analysis he could play his 
proper role through economy and society. We then developed some 
goals which were directed toward the implementation of this objective 
and finally we made a series of recommendations to the Federal Board 
for some specific steps or directions to go to implement these goals. 

I would like to stress the fact that this was a unanimous report and 
this is quite an accomplishment. I believe not all of the members, if you 
read the roster of the folks who are on this Commission, have been 
noted for their togetherness, but, in this case, we found a common 
denominator; namely, the importance of adequate credit as a tool for 
the fanner if he was going to do his job that enabled people if they had 
any prima donna instincts to put them aside and get down to sc»ne 
hard facts and hard considerations. 

(Senator Aiken assumed the Chair.) 

Mr, Thayer, With that much of a general introduction of the report, 
I should like to call on Mr. McMillan who will get into some of the 
details of the goals and the recommendations which we have in our 
report. 

Senator Aiken. Mr. McMillan. 

STATEHEST OF C, W, HcHULAN, EXECUTIVE VICE FBESISXarr, 
AHEBICAH NATIONAL CATTLEUEH'S ASSOCIATION, AND HEH- 
BES, COMMISSION ON AORICULTITBAL CREDIT 

Mr, McMiLiAN, Thank you, Mr, Chairman, Senator Bellmon. I am 
C. W. McMillan, the executive vice president of the American Na- 
tional Cattlemen's Association, an organization that speaks for over 
100,000 beef cattlemen from throughout the United States, It was my 
privilege to serve as a discussion leader and member of the Report 
Drafting Committee of the Commission on Agricultural Credit. My 
purpose today is to tell of the Commission's work in the areas of 
credit and credit related services that farmers and ranchers will need 
in years ahead. 

The Commission received hundreds of letters of concern over future 
credit needs. Likewise it received many, many suggestions on how 
they should be met. The Commission also consulted with a long list 
of credit and financial authorities on what can be done to assure agri- 
culture of adequate capita! in the future. 

Prof. John Brake, Michigan State University : 

A number of projections to 1960 suggest that total credit needs of American 
agrlcultnre may very well be In the range of $120 to $140 blHlon. An etre<;tire 
famll; farm niilt will probably be a minimum of $230,00 to $i500,000 of capital 
depending upon the particular farm type. The problem for a young farmer is 
((ettlng established and growing In this capital Intensive agriculture. 
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Prof. John Hopkin, Texas A. & M. University: 

Dnring the first balf dI this century most of the capital going into asricnltore 
came from farm earnings diverted from family living. It lias been estimated that 
85 percent of all capital — otber than that which came through the land— «ame 
from farm eamings. This aource la not nearly sufficient for the future : First, 
the magnitude of capital la too great : second, the lower profit margins don't 
leave enough l^tover. We're going to have much larger loans. 

The Commission not only was concerned with the amounts of credit 
faraiers will need but the kinds of credit service as well. It struggled 
with agreement on who is a farmer whether or not certain types of 
farming operations — such as family farms — should receive priority 
in credit services. It focused on the rapidly increasing number of 
part-time farmers and their special needs. 

As a result of these lengthy deliberations, the Commission members 
agreed on recommending a long-range goal for the farm credit system 
in this area and six specific steps for moving toward this goal. Goal : 
Extend to farmers adequate credit to meet their total needs where a 
sound basis for such credit exists. 

RECOMMENDATIONS 

1. The term "farmer" should mean anyone owning farmland or 
producing farm products — including parttime farmers with only 
limited farm income, as well as farmers whose agricultural operations 
may be large complex business enterprises.' 

2. In providing farm credit, the farm credit system should limit 
financing to the individual farmers and other legal entities whose busi- 
ness is predominantly farming or whose owners would be granted 
credit if they were individual applicants. 

3. The system should serve the farm and family credit needs of 
the parttime farmers, but qualification as a farmer should not entitle 
such members to unlimited financing for other purposes. 

4. Within this framework, no restriction is recommended as to loan 
purpose. However, the farm credit system is designed to be an agri- 
cultural lender, and administrative measures should be taken to assure 
that lending for other than agricultural purposes does not jeopardize 
the ability to extend agricultural credit. 

5. Collateral should not by itself be the determining factor in estab- 
lishing the amount of credit which may be extended to a borrower. All 
credit factors, especially management ability and repayment capacity, 
should be weighed. Collateral should be considered only as necessary 
to assure a sound loan. The statutory fiS percent of normal value limi- 
tation on land bank loans should be removed. 

6. Loan terms should be designed to best meet the farmer's needs 
while helping assure sound financial management. The goal should be 
to achieve a minimum of loan processing through maximum use of 
fanners records and operating reports to support the credit 
outstanding. 

It is important to recognize that adequate credit service today is 
far more than simply issuing and collecting loans. It includes other 
assistance in helping assure that the farmer-borrower can make profit- 
able use of credit. As Dr. John Hopkin reported to the Commission, 
"The kind of sophisticated agriculture we're getting requires com- 
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petent business, technical and management skills of farmers in order to 
succeed in this job." 

Recognizing this, the Commission investigated kinds of credit- 
related services farmers and ranchers need from a lender such as the 
farm credit system. It studied such assistance and advisory programis 
as recordkeeping service, tax assistance, help with estate planning and 
credit life insurance. It developed this goal and recommendations for 
the farm credit system in this area. Goal : Assure the availability to 
member-borrowers of credit related services necessary for a successful 
farming business. 

RECOHHENDATI0N8 

1. The term "credit related" should mean such business services as 
recordkeeping, credit life insurance, and estate planning. The term 
does not include services relating to the physical farming operati(m. 

2. Credit related services should be undertaken only when a substan- 
tial number of members, on an association or districtwide basis, have a 
need for the system to provide such services. 

3. The primary consideration in offering any service should be the 
benefit it provides members and the lender in using and extending 
credit, and not the remuneration which may accrue to the banks or 
associations, 

4. The availability of competent services through other normal busi- 
ness channels should be recognized and, where they are provided at 
reasonable cost, the system should not develop competing services but 
assist members in the profitable use of such services, 

5. Conideration should be given to developing a research and educa- 
tional program and a guidance service which would direct members to 
competent professional help in estate planning, including; better meth- 
ods of transferring assets from one generation to anottier. 

6. A study should be made of credit life insurance programs offered 
borrowers so as to assess the desirability of establishing a system in- 
surance program, 

Mr. Thayer. Mr. Chairman, I request permission for Mr. Bamford 
to continue his explanation. 

STATEMENT OF GREG I. BAMFOES, COHHISSION ON AORICUL- 
TUBAL CBEDIT, HAXTVN, COLO. 

Mr. Bamford. Mr. Chairman, members of the committee, I am Greg 
Bamford from Haxtun, Colo, I was a member of this Commission <m 
Agriculture Credit. My membership on this Commission I am sure 
stems from my experience and recognition as national president of 
the Future Farmers of America in 1967 and 1968. 1 graduated frwn 
Colorado State University in March of this year and I am now in- 
volved in a family farm corporation in northern Colorado. Chairmfm 
Tliayer has requested that I comment briefly on the Commission's in- 
vestigaitions and recommendations concerning serving the credit needs 
of young fanners and also on the credit standards that we are lookins 
at in the farm credit system today and that need to be improved and 
the modernizations that need to teke place within the system. 

The Commission was of the opinion that more CMi and sh<nild be 
done to tailor credit programs to tihe special needs of young farmers. 
As one authority reported ; 
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GtBiunerclal credit sonrces have not developed a pace with the rapidly In- 
creasing amounta ot capital required to begin fanning. Both the amount ot credit 
and terms on which it is available are generally deflclent. Standard collateral 
regairements place the beginning farmer in a weaii Iwrgaining position for 
borrowed funds. Hie result la that the majority of beginning farmers are de- 
pendent largely on private sources for financial assistance. 

Individuals who conferred with the Commission on this subject 
urged that lenders consider new approaches for lending to young 
farmers. Dr. John Brake of Michigan State University, for example, 
urged the farm credit system to earmark a proportion of loans for 
young farmers. He also recommended that financial consulting services 
especially for your fanners be provided. 

I believe I can say without reservation that the Commission did 
not believe that a subsidized, below-cost credit service should be 
offered young farmers. However, it was the view of the panel that 
particular attention should be given to the special needs of beginning 
farmers. The farm credit system should innovate, test, and adopt a 
variety of loan and business arrangements to help compensate for the 
beginning farmer's lack of financial equity and business experience. 
More specifically the Commission proposed the following goal and 
recommendations. 

(Joal : Provide greater opportunity for competent young farmers 
to obtain adequate amounts of credit consistent with sound lending 
practices while recognizing the well-being of the applicant and reason- 
able protection for tne lender. 

SPECIFIC RECOMUBNDATIONB 

1. The term "young farmer" should mean an individual under the 
age of 36 whose objective is the development of a farm business as a 
majorsource of livelihood. 

2. Individually or collectively, the farm credit banks and associa- 
tions should use their capabilities to meet the credit needs of young 
farmers who possess managerial and operating ability but who may 
lack adequate financial equity. 

3. The system should establish a special lending program to provide 
an organized and controlled approach to financing young farmers. 

4r. The system should develop and utilize such methods as special 
reserves, guarantees, joint loans, and partnership ventures to compen- 
sate for lack of individual financial equity. Loan interest rates for 
young farmers should be the same as for regular borrowers. 

5. The system should provide guidance for such young farmer 
borrowers through counseling on key business decisions, 

6. A research program should be implemented to define young 
farmers' credit needs and to develop better ways to serve them. 

7. Young farmers should be encouraged to become members of 
boards and advisory groups of the system to participate in policy 
formation. 

Belated to the quality of credit service made available to young 
farmers, are the loan standards used in making credit available to all 
farmers. It is important, in the Commission's view, that loan decisions 
in extending credit be in tune with modern agriculture, current con- 
ditions, and with needs and capabilities of the borrower. 

Means of evaluating the farmer-borrower — his farming know-how, 
his managerial ability, his earning capacity — have not been very scien- 
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tific. It is much easier to measure collateral. The fann credit ^rstem 
^lould continue to provide leader^ip in improving standan^ for 
lending. * 

The system should set as a continuing goal to "Employ credit staod- 
ards which enable it to fully recognize management ability and earn- 
ings potential in providing maximum availability of credit to member- 
borrowers," 

As a brief closing comment I would like to say as by far the youngest 
member of this Commission I appreciate very much the receptivraiess 
that has been given to my ideas as a young farmer and I listened and 
was listened to by the Commission and feel that the general feeling of 
our group was that this is a definite area of need if we are to continue 
to get young people back into the production of our agricultural prod- 
ucte in this country, and I would now like to turn the program hack 
to Chairman Thayer, 

Senator McGtovern. ThMik you. 

Mr. Thater. I would request permission for Mr. Dell to continue 
with this explanation. 

Senator McGovern. Mr. Dell. 

STATEMENT OF RICHASD A. SELL, NATIONAL BUBAL EIECTBIC 
COOPEBATIVE ASSOCIATION, BEFBESENTINO EOBEBT FAB- 
TBIDQE, COMMISSION ON AOBICULTUBAL CKESIT 

Mr. Dell. Mr. Chairman, members of the committee, my name is 
Richard A. Dell of the National Rural Electric Cooperative Associa- 
tion. I am substituting here today for Bob Partridge, the general man- 
ager of NRECA who served as a member of the Commission on Agri- 
cultural Credit. I also work with Mr. Partridge as a Commission mem- 
ber. The Commission felt that among its major recommendations were 
those dealing with what the farm credit system could do to help in the 
broader area of economic development in rural America. The recom- 
mendations dealing with rural development point out the general di- 
rection which the Commission felt the system should move. Without 
a doubt there is an acute need for a far greater amount of financing for 
rural development than exists today. The need is well documented and 
the Commission was fully aware of the problems that exist in this 
area. The Commission members concluded in their report that the 
farm credit system should take a broader view of serving the credit 
needs than it has been in the past. It urged the system to be ever alert, 
in ways it can contribute directly to the well-being of rural residents 
and rural communities and said the system should be receptive to sug- 
gestions on how it might share either its knowledge of credit or or- 
ganizational structure for helping solve the serious credit needs of rural 
America, 

The Commission expressed its hope that the farm credit system 
might assist, for example, in financing nonfarm rural homes, rural 
community needs and rural cooperative utility systems. 

Another of the major recommendations which could be inidnded 
under credit services tor rural development is the recommendation on 
serving farm related businesses. Certainly, establishing successful new 
businesses in rural America would contribute to a healthier economic 
climate in a rural community. 
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I iii%ing c 
ness should be those whi^ are based on furnishing services directW 
to farmers and not on the basis of purchase and sale of material. 
Specifically, the Cktmmiasion had in mmd the financing of such farm- 
related businesses as custom combiners, custom pruners, and those busi- 
nesses which apply chemicals by airplane and helicopter. It did not 
intend in its recommendation to urge the system to provide credit to 
all of the broad spectnim of businesses loosely grouped under the term 
"agribusiness." 

The Commission members felt strongly that because of the magni- 
tude of the costs involved in buying new machinery it is increasingly 
advantageous for farmers to turn to custom operators to perform joM 
that farmers traditionally have done for themselves. It also felt that 
greater availability of these custom operators would also allow many 
smull farmers to continue farming rather than go out of business for 
lack of a capital base necessary to justify the purchase of new and 
expensive equipment. 

The Commission recognized that to finance farm related business 
would be a departure frwn the original intent of the farm credit sys- 
tem when it was first established. But it was aware of the changing 
needs of agriculture, and believed that the recommendation was fully 
in keeping with the system's broader goal of serving American 
farmers. 

The Commission's specific goal and reconunendations in this area of 
future service are these : 

Goal : Make credit available for selected farm related businesses 
which provide services directly to farmers necessary for efficient pro- 
duction, proceesing and marketing of farm products. 

BECOMMEKOATIONS 

1. Take steps to change legislation and administrative provisions 
in such a manner that the system may provide credit service to opera- 
tors of selected farm related business. 

2. Decisions to extend credit to farm-related businesses should be 
based on the furnishing of services directly to farmers and not on the 
basis of purchase and sale of materials. Credit should not be extended 
to a corporation when the major business activity of it or its parent 
corporation is an activity other than providing services directly to 
farmers, 

Mr. Chairman, we very much appreciate this opportunity to present 
the views of the NRECA membership in support of this important 
legislation. 

Senator McGovern. Thank you, Mr. Dell. 

Mr. Thayer. I request permission for Mr. Glen Harris, the vice 
Chairman of this Commission to continue. 

STATEMEHT OF GLEN E. HAERIS, VICE CHAIRMAN, COMMISSION 
ON AaBICUITUSAL CREDIT, RICHVALE, CALIF. 

Mr. Harris. I am Glen R. Harris of Richvale, Calif, I am a grain 
farmer. I served on the Commission on Agricultural Credit as vice 
chairman and have had many years of association with the farm 
credit system. In 1962-63, 1 served as Chairman of the Federal Farm 
Credit Board and presently am a director of the Central Bank for 
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Cooperatives. I would like to report briefly on the Commission's work 
and recommendations concerning service to farmers cooperatives and 
the system's future money -gathermg activities. 

The farm credit system — through the banks for cooperatives — ^is 
the single most important credit source for farmer cooperatives. In 
recent years it has provided about 60 percent of all credit used by 
fanners cooperative associations. 

The farm credit system both has a major responsibility to farmers 
through its service to their cooperative and, at the same time, can 
play an important role as catalyst for cooperative growth. The Com- 
mission reviewed credit services for cooperatives with these oppor- 
tunities in mind. 

A large number of the Commission members either were members 
or represented cooperative organizations. Thus there was lengthy and 
constructive discussion of cooperative financial needs of the future. 

The Commission was primarily concerned with the scope of coopera- 
tives that might be provided credit service in rural communities. It 
focused on eligibility requirements and types of cooperative ventures 
that might be financed by the banks for cooperatives. 

Interpretations of present law require that to be eligible for bank 
for cooperative credit, 90 percent of the voting media in a cooperative 
must be held by farmers. The Commission views this limitation as 
being too restrictive for present and future cooperatives serving 
farmers. 

Here is the overall goal and specific recommendations proposed by 
the Commission in this area : 

Goal : Serve the total credit needs of cooperatives which help meet 
farmers' supply, marketing, and processmg needs. Provide such 
service in a manner that will promote the growth and development 
of cooperatives and thus the general well-being of farmers. 

Recommendations : 

1. Eligibility requirements for a cooperative to borrow from a bank 
for cooperatives should be liberalized to permit district farm credit 
boards to establish eligibility for borrowing by associations where at 
least 60 percent of the voting media is held by farmers, associations 
of farmers, or eligible farmer cooperatives, 

2. Acceptable purposes for bank for cooperative loans should be 
broadened to permit financing of activities incidental to the ordinary 
business of a cooperative within the overall guideline of helping 
farmers, 

3. The System should regularly review procedures for capitalizing 
the banks for cooperatives. The objective should be to maintain strong 
institutions at the lowest possible cost to the borrowing cooperatives. 

4. The Federal Farm Credit Board should search for way in which 
it canguide the System to assist new cooperatives. 

5. The banks for cooperatives should conduct a continuing educa- 
tion program to make their service known and to cooperate with other 
organizations in encouraging cooperatives and cooperative principles. 

No doubt one of the most important areas studied was that of meth- 
ods used in obtaining loan funds for fanners and their cooperatives. 
This is the "life blood" of the Farm Credit System. Without access to 
a money supply there can be no farmer-owned credit organization. 

The ifarm credit banks long have enjoyed much success in tapping 
the commercial money markets for funds to transport out to the 
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farmer. The Federal land banks, through the sale of farm loan bonds 
since 1917, established what today is called the agency market. 

In 1969, the Farm Credit System "went to market" 29 different 
times in order to raise $11 billion through the sale of securities. In so 
doing, it obtained $1.2 billion of new money for agriculture. 

But the picture ahead is rather gloomy. As the Commission was told 
by Mr. Paul Meek, assistant vice president of the New York Federal 



For the farm credit agem^es tlie message aeems clear, llielr financing needs 
wUI hare to be met in competition witb tbe growing needs ct other ageodes. 
And this competltloD Is Mkel; to tiecome increaslnglr severe — both in the market- 
place and in the councils of government in which priorities are worked out. 

For these and other reasons, the Commission concluded that the 
System should consider certain adjustments in its money-gathering 
activity — to maintain a plentiful and dependable money supply. In the 
Commission's view, it would be to the System's advantage to make 
fewer entries into the market, strive to lengthen the maturity pattern 
of its securities, and study the merits of a single security rather than 
the present three. The specific goal and recommendations in this area 
are these: 

Goal : Utilize the most reliable sources of loan funds available and 
obtain funds at lowest possible cost. 

Recommendations : 

1. Study financing of the System to get the best use of funds and the 
most advantageous maturity pattern. 

2. Explore new sourcesof funds to supplement present sources. Some 
areas of suggested investigation are: (1) sale of securities through 
syndicated bids, (2) commercial paper, (3) capital notes, and (4) sales 
to individual investors, particularly System members. 

3. Study feasibility of a single Farm Credit System security to re- 
place separate bonds and debentures for the three groups of banks. 

Mr. Chairman, I have read and studied Senate bill 1483 in the light 
of the recommendations of the Conunission. I believe the major part 
of it very successfully well implements the Commission's recommenda- 
tions. There are some detail of implementation that I would like to 
have the privilege of presenting my own personal comments on, for 
the record at a later time, if I ra&y, but in general I think the bill carries 
forward the recommendations of our Commission on agriculture credit. 

Thank you. 

Senator McGovehn. Thank you very much, Mr. Harris; we will be 
happy to receive that additional material later at your convenience. 

(The supplementary statement is as follows :) 

As I Indicated In my oral testimony before the committee on May 17, 1971, 
I believe that the legislation proposed in S. 1483 generally provides an acceptable 
framework for the Farm Credit System in keeping with the suggestions and 
recommendations of tlie Commission on Agricultural Credit 

There are a few provisions, however. In various sections wblcb I do not feel 
are necessarily in conformity with the recommendBtlons and thinking of the 
Commission. 

1, THE BinOLE BECrmiTT PROPOSAL 

I am heartUy In favor of the recommendation of the CommisBion that a single 
security be authorized and that the l^rm Credit System work toward a single 
security Instrument for tbe three Bank Systems. I am concerned, howerer, that 
there bas not been sufficient analytical study given to the problem of apportion- 
ing the liabilities and that the formula set forth In Sec. 4.4(a) of the bill is too 
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reetrlctiTe and does not provide enougb flezlbUit^. I am aware fnxn a reading 
of the teatimon; at Howard Campbell, General Counsel, that be Is proposing a 
change In wording. I support bis suggestion and urge that the formula be as 
general and flexible as possible. 

a. DBCENTBAUSATION 

I wish to quote a paragraph from the report of the Commission, it being 
found on page 32, the second paragraidi 

"As directed bj the Federal Farm Credit Board, the Governor should con- 
tinue Implementing the stated policy of Congress to encourage and facilitate 
increased borrower participation In the management, control, and ownenihlp 
of the System. Authority for operation of the System should be delisted to 
the Banks and AHSociations to the maximum extent possible consistent with 
adequate supervision, to assure optimum benefit to borrowers." 

I support the various recommendations of the Commission in regard to decen- 
tralizing the System to the greatest extent possible. I also sttpport tiie need 
for sufficient authority vested In the Federal Board and the Governor to allow 
them to carry out their obligation for continuing supervision and coordination 
of the system, nation-wide. I am also aware of the testimony of Governor Jaenke 
that he supports decentralization. 

There are at least two provisions of S. 1483, however, which I do not believe 
are In conformity with the recommendatious of the Commission, tbe statement 
of the Governor nor the general Statements on this subject In the Mil Itself. 
Neither do I believe that they are necessary to the authority of the Federal 
Board for supervision and Coordination. 

I suggest that in Sec. 5.2 on page 81 of the bill at linefl 11 and 12 that these 
words be deleted — "and may be removed". TSiese awjointed members of District 
Boards are only appointed for three year tenns, and I believe that the authorKy 
to remove during a term will discourage good people from acc^tlng the posi- 
tions, also that If the Governor uses sufficient care In choosing an appointee 
he wlU not often be disillusioned with him before the end of the term. iNeltJier 
do I believe that this authority is necessary to his powers of supervision, etc. 

I also suggest that In Sec. 518 (4) at page 101, Une 1 of the bill the following 
words be deleted "appointment or' 

I am in favor of the power on the part of the Farm Credit Administration to 
control the maximum salaries of the presidents of the various banks and to 
remove them for reasonable cause hut I believe that the District Boards who 
must work with their presidents should have the power of selection without 
Interference from the supervising agency. After all, these Boards have In gen- 
eral established an admirable record, now directly represent the full ownership 
of Oie banks and are responsible for their successful operation. 

3. BDK&l. aousiNO 

Aa to Rural Non-farm Housing, it is certainly a fact, as the report of the 
Conunlsaion points ont, that there are problems of tremendous size In the rural 
areas of the country, and that it would be desirable to improve living conditions 
there in order to arrest the undesirable migration to the large urban centers 
of population. You will note In reading the Report of the Commission, however, 
that It did not make any very specific recommendations in this area as to the 
d^ree of involvement of the Farm Credit System. In fact, the report raises 
some questions as to how far Farm Credit can be involved consistent with its 
Increased responsibilities to farmers and their cooperatives. 

My personal position is (and I do not pretend to speak for any of the other 
members of the Commission) that the participation of the Farm Credit System 
might better be limited to two activities. First, general cooperation in c<Hn- 
munity planning by our employees and members in keeping with thetr responsi- 
bilities as citizens, and, secondly, the handling of non-farm housing and sudi 
matters nnder an arrangement similar to the old Commissioner Loan Program, 
provided the Congress sees fit to set up a separate entity to sponsor and finance 
the Rural Redevelopment Program on a much broader basis than just a limited 
rural non-farm housing efTort 

My reasons are three. First, I am concerned about mixing non-farm people 
into our system, even on a non-voting basis. These folks have interests different 
than those of farmers and ranchers and dissentlon can easily develop. Second, 
I am concerned that the need for loan funds for our fanner and f 
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cooperative needs will be bo large anywar that Oie addition of this iiseaUe 
new segment will strain tbe resources of tbe system. And third, T doubt If rural 
housing by itself can reverse the trend or contribute much but difficulties unless 
the water systems, sewage systems and attractive job opportunities are also 
made available In rural communities. 
I thank the Committee for tbls opportunity to complete my statement. 

Mr. Thayer. Mr. Chairman, I believe the Commission members 
have covered the main thrust of the report. Obviously there are a 
number of details which we have not gone into and for that reason I 
would request permission to file its report for the record. 

Senator McGovern, Without objection the report will be made a 
part of the record. 

(The document referred to follows :) 
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THE FARM CREDIT SYSTEM IN THE TO's 



by pfoviding resi eslale maitaBge loans lo tamB's. The Federal Inter mad lata Credit 
Banks, in 1923, and men me production Credil Associalions. starting in 1933. <we 
estabtished across the country to make available operating credit. The Banki for 
Cooperatiws came into being in 1933 to serve tfie credit needs ot farmers' coopera- 



in the ^4ati□^. Today it provides more tTian 20 pendent ot credit used by farmers 
and 60 percent used by their cooperatives. Established by Congress with Federal 
Onrter and "seed" money, the Farm Credit System is now completely farmer- 



The Federal Farm Credit Board, nominated tjy the Synem and appointed by 

for selling the course lor this System. It studies sgricultjral trends which bring 
about changes in farmers' credit rieeOs and sets national policies of the System to 
enable the Farm Credjt Banks and Associations to meet these naeds 



i farm press end fvm youth, as m 



Federal Board on how the cooperative Farm Credit Systan 
needs most effectively. The Commission's study and recon 
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Dear Mr. Gault: 

Ai rsqueited by One F«dstal Farm Credit Board, tha Cofnmliiion on Agricul- 
tural Credit herewiUi submlu ill report on the cooperaliw Farm Credit Svitemarxl 
how it mii^t lersa airkiilture mon effecOvelv in the decade ahead. 

The ComrniseiDnnatitudied changes in egriculljre now in the making and their 
imclications for credit needs of the futm. In making thti studv. wa have conulted 
with fvmers and numerous other auttxirJtiet-econorniits. cooperative leadori. 
bar^ken. Fsm Credit Bank staff rnerriben tnS off icieU of the Farm Credit Adminia- 
tration. Papers prsiented liefore ttw Commision by aelectad individuelt Ki thii 
^Dup se provided in the Appendix lo the Report. 

Tfw Comminion made a puC>lic raqunt f« indiuvluoii and 9'oupi wflh an 
intereit in fvm credit to submit ttwir ktai xd uggHiiom. Mora tfun 360 nic^ 



about Ifw Farm Credit Svitem proved m 

During the past 10 monlhs, tfie C 

vAich it davelapei 



mandetion. Ho» 



yjod llV mora than 
9S. Hars also, indi- 

<n was provided by 

by ell 27 menitMn of the 
tfta general view of 



■nambar-bofrowflri-t 



imiGsion will tie helpful in guidirtg tlw Farm 
aoviize. of course, thai condilioiu will 
s. to ssvjre that lervics of this Syitem are 



1/ Julian Thayer 



March 26. 1970 
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Tha Farm Credit Svnetn begvi in 1916 with poNgi of th* Fcdersl Farm 1^ 
Aci. This legislBticxi ajtlutind aitsbti^ment o1 tha 12 Fadaral l.and Banks ar 
tlw local Fedaral Ijnd Bank Aaociationi (initially tailed National Farm Uh 



INTRODUCTION 



tBfming areas. The only loans Iwmars could obtain wore for short pwiodf. usually 

arrange for renewal oi telinancing, usually with added charges. 

The Federal Farm Loan Act of 191B was the first effon to make available a 
credK system designed to meat the needs of farmers. It represented the results of 
long study, including that of special commissioniiMiichwentto Europe to obsarw 



r obtaining funds to make kians by authi 
investors bonds secured by first mortgai 
suing bonds in this way, the Land Banks 



Congress, in 1923, provided for estatilishment olatystam of 12 Federal Inter 
mediate Credit Banks. These Banlis ware organized to discount or purchase farimrs 
sfiort term notas from Brivately capitaliJed local lending institutions. These indud 
ed commercial banks, livestock loan companies arid agricultural credit corporalions 
It was hoped, however, that farmers would organise their own credit organization: 



market by selling consolidated debentures. 

Private lending agencies including those which discounted their loans with thi 
Faderal Intermediate Credit Banks were unable to meet ali the short term credi 
needs of apiculture. An executive order of March 27, 1933, created tha Fam 
Credit Adminisffstion and brought the Lard Bank System and Intermediate Credi 
Banks and all other eiisting Government agricultural credit programs under it 



it that year. Congress passed the Farm Credit Act of 11 



DioinzsdtjGoO'^le 



Produclidn Cndit , 

art tfttoughnut ttw counDy. Tlw Act (In provided ior the original opinl of Iha 
Aaociitioni to be luppliad by IheGowmmail, with farmert grBdually providing 
the capital to rstiis ttx Govsmmsnl-ovinsd itock. Tie Product>or Credit Abdcib- 
tions are the retail outlet! for the lending fundi thatarsavwIableBtwholerale from 
the Fedval Intirmediste Credit Bonlii. 

The Farm Credit Act of 1933 aln provided for 13 Bankt tor Cooperatives to 
meet the ipeciaMied ctedii needs of formen' purchasing, marketing and lervicn 
r legiitation had previouily provided sources of credit tot tafmer 
Iha need wss apparent for a more extensivs and decentraliiad 
landing Mivlcs in wfton ownerihip and control the bonowing cooperatives would 
partldpBts. 

The hoduction Credit Asiocialioni end Bant:* for Cooperalivei also were 
placed under the supervision of Ifw Farm Credit Administration elong with the 
Federal Larx) Bank]. 

Thus, Die cooperative Farm Credit SvWeiti wh deeigned and organized to pro- 
vide credit of all kinds to farmers arMtfieircooparaiisaswilh a sound basis for such 
credit in iMriodi of depressed as well as prosperous corxlitions. 



fwmers and cooperatives hat been an irnportant factor tn the lr> 
efficiency of the Nation's farms. II has enabled farmers iMio have management ab 
to progreta rapidly throutfi use of such detelopmentsaenew machinery, land ca 
vstlon. farm enlargement, agricultural chemicals and improved crops artd liv«st 



Through the cooperative Ferm Credit System farmers today lend themselves 
■r>d their marketing, farm supply, end business aervice cooperative nearly SI1 
billion a year from funds tliay obtain from ttw Nation's inuwtors. Their credit 
organizations obtain this money through a common fiscal agency working with a 
large group of securities dealers. The interest rates are only slightly hii;^er than 
those paid or Government securities. Hundreds of thousands of farmers and 3flOO 
of their cooperatives presently are using credit from the Farm Credit SyHem. 

The SI 3.7 billion in loans outstanding supplied by this System on December 
31, 1969, represented 23 percent of mortgage credit and 17 percent of operating 
□edit being used by faimeis. II also represented about 60 percent of credit used by 
farmer cooperatives. Possibly even mote important, the System, in large measure, 
sets the pace for other avicultural lerxJers wtw tend to follow its example in setting 
\aan terms and interest rates. As a result, all farmers and cooperatives wt>o use 



Ive System Is wholly owned by the farmt 
t. They have invested directly more thar> 
n, the System has accumuiated for farn 
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will b« sbia to conilrus Mrving Ihdr crsdii nsMt, The QDvemmeni'i invaitment, 
wtikh rawMd ■ psik of mrlv (638 million in 1S39, i) now repaid. Th« Fsdwal 
Land Bank) lad ttw way bv rapBying Govamnwii capital in 1947. Othar pans of 
the Syitem repaid Ihair GovBmrmnl capilal by Ihe erxJ of 1968. Thus was proven 
Die wiidam at the ConvaB in detigninfi ttiit unique Syilem which achieved Uw 
accompliihmBnl of Govern menl help without undue Government control. 

a in the control of their 



Throu^ AsKiciation boerds and thair oxiperativa whicfi bonow from the Benki 
for Cooperatives, farmers participate in salectirig dialcicl Fsrm Credit boardt and 
the Federal Farm Credit Board. These boards make policies and hire management 
for district Banks and the Farm Credit Admininralion reipectivelv. 

The President of the United Stales appoints Federal Farm Credit Board 
members, with the advice and consent of the Senate, after considering mminations 
of the fgrmar boards of directors of credit and other cooperatives in tlie respective 
districts. Ail Presidential appoinimena hwe been made from Uien nominaet A 
Board member represenn eech of the 12 Farm Credit districD. The Secretary of 
A^iculiurs appoints a 13th member as his representative. 

As stated in the PiefacB. it was the Federal Farm Credit Board which appointed 
this Commission on Agriculturai Cradit— the first such commission reprasenting 
veried interests of agriculture to study future cradit needs since sim liar commissions 
conceived tha idea for a cooperative Farm Credit System some 56 yean ago. 
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TYa ■iiiiiiiniiil gnian tha CcminMan on Agricultural Cndit wn to e&iin the 
F«dBral Farm &«dlt Boanl on how ttw Faim Cradit Syttam on continna ttrving 
agriculture effectively In (he yean ahead. Ttie Commision wai requsned ra melts 
racorrnnendatkini whkti the Federal Board aid the SvOnn might implamant ailhar 
directlV through changes in policy and functioni a by reQuem to the Coniraa for 



flftf^f The Commis»on'3 study wa wide and varied. It focuiad on irandi . 

OF COMMISSION "P"*"" ™>* taking place in airiculturs. thaamicipaled credit and relatei 

STUDY *«'''«•> VKl their oxipciatives, lerviaa ot the Farm Crsdil Syitsm. m 

financing the System, and how the System might be nganiisd to prov 



The Commiwon offan in 

asurslhat the goals will he achieved. 

The recommendations a'e croposad to stTenglhen the Farm Credit Syiiem and 
it> sfrvioB. They are not intended to limit, in any way, the general purniit ol the 
objecliwa and goals ot the System. 



•e Farm Credit System is making a inaK 
he retommendations that follow are of 
rioui earvits that has become ttie System 



DioinzsdtjGoO'^le 



TTm CommlMion concludsd swly in in dalJbar«iiOni that « 
atod and widalv undentDod obJBCtivfl ii hmportanl for sn orgflniu 
vane » th« Farm Credit Svitem, A well defined objective wilt i 



wing oenerel objective to recornmend to 



Tht Ot^Uve of Of ftrm Crtdit Syam 

~flaa>eniiing ihtl t proipifout, productin mrlculiuiu Ittmntitltot 
Irm Ntlion, It It Me oblKtin of M* fmrttr-ownil. cocjcmr/w Fiim 
CrmStSynmn toimi>ioiimtfmincomt»nd<ii»tt-MnaofAimrlanfmm- 
■Tf md rtnchm bv furmttiina adaqutm tnd comtnicthit amdit tnd 
cfotBly nitad SBFvicet to ttvm, th^ir coapantives. and sakctad farm 



ssible the realiinion of thli objective. 
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iniM (Minn with only limltid fvin Incuim, w tMH 
M f«in*n v^xm igriaittural optratiom miy ba I>jb compin bwiimt wiMr- 

SERVING FARMERS '^'^ 

2. In prcHWlng fvm mdh. tht Firm Cndit Svttni dwukl Ibnit flrandng to 
indlvlduil famtn nd a&m <a^ mtttiH whoM twHiMH ii prtdamliuntlv 



3. Th*Sy 



oilturil purpoMi doM not JMpvdlza tha ibllity iDixiand ^rlcu'**"^ cndlt. 
5. Coriitnl rtrauki not by rIBlf be ttia dnrnnkiing fstor in ■O^i^lrq th« 



opBtty, tfnuki ba wal^Md. 
Collntral MkhjM ba comidnd only M nicWMy to ^un ■ nund km. Th* 
miutoiy 65 parcart ot nomul vahia Umitnion on Laid Bonk km tfHuM 



I. L(Hntwina#»uklb*daB|radtobHtniHttht1wTnar'inMdiwtiU*h^>li« 
^un nind finmcW (rmgnitm. Th* gix' tfnuld b* to achiaM a mkii- 
mum of kian pnca^ng throu^ maxkiuin la* of (arman' racordi and op- 
anting repoiti to luppart th* cndlt outitindkiB. 

purpoae af the abme goal and rscominendBiions s io smphult* 
"larmsts" end "nniai." Than have baen and tfxxjld cxxitinue to be the 
piiinwy concora of Iha Fann Credit SyMem, TTia welfare of firman should 

be foramon in all of the SyMvn'j pdhMi and functions 

TT>e CommiBKin. n moit athoii, ancounterad difticuRy in (Mining a 

hat certain fralltiei. Yet the Commiaion firmly twiievsi that "a farmer" can 
and mutt be def inad in order to specify the scopa of landing to him. Such 
datinitiDri necssaarlly mutt be updated periadically. 

The influi ot iBrming operations oiganiied as legal cocporaliani 
complicate] this task of recognizing "a farmer" for landing puipoaaa, A low- 
ing number of firming oparstions todey. largely owned and operated by farm 
femilies. are set up si corpomiona. There are many non-famify farming cor- 
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porationi. TInm m 



Oefiring lervica bounOsrlei tor then varloui klndi of legal organizationi 
ii Is from limpls. It naeds regular review and adjuitment according to the 
changing titualior^. Ai rslerencs point) tor 19T0,ihe Commlnlori offers rec- 
omnorylaticxii 2 and 4 on th« prsvioui (wga. To qoalifv for tiedit service 
from the Fatin Credit System, a farming busness should be predominanlly 
engaged ir farming. Loani advanced should be in the moM part for agricul- 

eligible to borrow should not be granted credit regwdlea of the extent to 
¥i*iich Ifwv engage in a^icultural operalioni. 

The CommiBion is fully cO|^2ant of the mushrooming prawncs ol part- 



Ttie Farm Credit System should mainleln full ewareness ol this growing 
number of part-time farmen and work to serve tt>eir special oedit needs. At 
the same time, merely being a part-time farmer should not be adequate 
reason lor unlimited linancing for lun-farm purposes. To provide large sums 
□t credit to individuels who engage in part-time farming only to obtain access 
to the System's services is not in the best interest of farmers or the System. 
Benefit to the "farmers" should be uppermost in all servics, not the volume 

Similarly "service" should be emphasized. Thelarmer isaisined little by 
simply "putting money out" or by mare "security lendmg." The System 
duuld provide far more. This was tfie purpoae of the fifth recommendation. 
Collateral alone should not determine ifw amount of credit tobeeitended. It 
should stem Irom considemtion of a number of factors-management ability, 
repeyment capacity, cash flow, and other considerations as well as collateral. 

In this respect, the Commission viene the statutory 66 percent of normal 



the 70's. Steps should ba taken to repeal this limitation and enable the Land 
Banlis to make loans subject to regulations of the Farm Credit AdministfB- 
lion. This would enable the Federal Farm Credit Board to adjust lending 
policy with changing conditions. 

The Commission is not advocating reckless or irresponsibiB lending. It a 
auggasting, nrttvi, ifiet tite Farm Credit System, owned by is member- 
borroNwers, should take tlw lead in developing new criteria tor ieryJing consis- 

Similarly the System rixiuld work continuously to simplify and atream- 
Jine the process of lending. To serve farmers ariaquBtBly in the future, it must 
bo able to respond promptly to Eegitimata credit reguests. 
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Geil: pRwklt graaar opportunilv for cain|»»Mm yMng finmn to obUIn id» 
«JM anount* of cndK coraiMwil wHh nund tndlng pnctiGMiiitilla ncof- 
nliing the twIIMng of th* wpHcm nd FWinihl« praMctlon lor til* 



F, tha Fvm Cndh Bnki nl AwiclKkn tfnuki 
Ml Iha ctwlrt noadi of v°uns fvnwn who pOMMi 
mngwlil md opvning lUlity but who mw Ivk adiqiifW litunckl tquitv. 



4. Th* Svoam rinul 

vidud finincuJ avtity. Loai 



3a knpliinintBd to dafiiw young finnvi' er 



ConHnmtK "Projsctiont to 1960 luggnt that total cradit needi of Amarican agri- 
oiltura may well be hi the rang* of SI20 to S140 billion. An affective famify 
farm unil prcOablv will require a minimum at S2K),000 to %SCCjOO0 of 
capital depending upon the particular farm type. We must evaluate the credit 
needs of vojng farman with nnpact to thli kind of background. The young 
farmer has a problem In gatting eneblithad and growing in this capital inten- 
sive agriculture." So stated Profaaor John Brake. Michigan State UniMtnty, 
to the Commission on OcKiber 9, 1969. 

The Farm Credit System traditionallv hes served voung farmers. As only 
one eiample, eight of the fifteen Regional Star Farmers of the Future Farm- 
ers of America in the past four v«ars have been users of credit supplied by 
Federal Land Banks or Production Credit Associations. Many Associations 
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Jg« B witti tha definition of a "taimei, " the Commission did not find it 
«By to dofina a "young farmer," Ttia rsquirament tfwt tfw goal of such an 
individual should be "the aevelopment of a farm buiinsB as a major aoum 
o( livelihood" was rather apparent, Bui without sonne age limitation, this 
rouWbeopplledioBlmoitall farmers. Thus tfw Commission further dafinei ■ 
yOuOB farmer as such an individual "under tfie age of 35 " 

Tha various units of Hie Farm Ciedit Syileni should use their exoertlie 
and siperience to devlia msani ot meetina this specul cradil need. Tite 
System should innovate, tail, and adoot a verletv ot businass arrangements to 
fietp compensate for tfw young farmer's lack of financial aquily. Sudi activ- 
ity should embody a continuing program of rasearch aimed at identifying 
young farmarj' special credit needs and dalarmining how tfiey can be mat 
most effectii«lv. This leadefship will be of use to ottwr farm landers and thus 
benefit all young farmers seeking credit. 

The Commission concludes Ifiat ttie System should do more Ifvir merely 
provide young farmers with capital. It sfioukl offer advice and guklancs to 
young farmer borrowers on major busir>ess decisions. Such assistance should 

The System alao should ri 
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GotI: SwiMthatoUlawlhnMClKrfeoocMrMlMiwhMilMlpniMlfvnMr^HDptr. 
nuriiMing. *nd pfociairiB nMdi. Pnwkli aich mica in ■ nunnv ihM will 
promoM tha tfonVi md tttntofmmn of coopaniHi aid ihui the gvMral 



rrow fnm ■ Bmk for Coopar*- 
OMrlct Fvm Cndit boKk U ■O^iA 
>ni wlMre It ImM 60 parcoit of tha voting 



3. ThaSyim tfnuld n^Uriy fpiIwi pncHJurai for 
CDOpantim. Tha objactiva #ioukl ba to maintain 
lotiwt po MJ bi a cast to Iha barrowfkiB coaparathraL 

4. Th* Fidatal Farm Cradit Boinl ihoulil lairah for wayi in wWdi It c»nul<li 



9. TTw Binki tor Coopantlvat rtMMkI conduct ■ continuing aducatkin pro^^wn 
to mill* ttiair tanlc« known Hid to ooopwat* with 
■Kouraging caoparatlm «id coopwativa prlnclplaL 

T)ie Commision recO(rii'SS that the Farm Cfadit Svneni has a i 
biltv la work for Iha growth and dE 
Ax the single most important cradit : 
tam, lagsly through the Banks for Cooporativas, can functjon a an affactive 
catalysl toancoura(|gcoop«r8tloii amotig farmers. The Commission examimd 
thesarvic« BanM for Coopvativra provkM to Qualified cooparallveliorrow- 
ers end itudied tha broader responsibilitv of tha Syslem to all ixoperativaa 

The Commission concurs wim the Federal Farm Credit BoanI that a broad- 
er group of farmer cooperatives >hou<d ba eligible to obtain Bank tor Cooper- 
atives cradit. This can badonebv lowering the regjiremeni foe the parcsnt of 
farmer-members in a cwjperetlve, F'resent rules require that a cooperative 
induda at least 90 percant farmer-members to be aiigible for a loan. Tfie 
Commission urges that legislation ba sought lo enable district hoards, at their 
discretion subject to approwl bv the Federal Farm Credit Board, to taduce 
the requirement to 60 percent. 



Tlie Commission al 
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The Commiaion vimn ttia Fam Credit SytMm in gananl and ttM Btnkt 

toe CoopBTMivai In parHcul« at having loma lapornibility for mv cmpam- 
tivss (hit riHv becsma anaUitfied in rural arset. Theaa new cooporailsw may 
■nampt to provide the Hma gerwral benefils to rural communitw! and rjinf 
rajidsnts as are provided tarmen through iheir aMperativei. 

loenj even i1 aligibiliiy wars broadened a> recommended. Neverthelesi the 
Banks tor Cooparalives should make available to such cooperalivai their kn<nv- 
ladge ot cooperative builneE and advice on financial management. Thev 
should actively counsel farmers, rural residents, and communities in orga- 
niiing of a cooperativ*. Fund) for these ncM cooperativas probsblv would 
have to tome from other sourtns. Tha Banks tor Coopsrativss can end should 
s, leadership, and know-how to Mp Ihem become suc- 



The Farm Dedit System also has a responsibility to sssisi with various 
educational programs that promote cooperatives. Such activitias may include 
education and training for cooperative directors arxl menagars. tor farmar- 
members. or for iha general public. The Banks for Cooperativai shoukj 
initiate such proTams on Iheir own and cooperale with ottier cooperative 
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2. DldHinilD ■> 

himWilnB of micH diiKtty to fm«n nd not on ths bMit of purchM md 
nh of niMtriali. CiKJil ihoukl not be ntHidad to ■ cotpontlon whan th* 
mitor butinui mivity of it or iti pnnt corpontkm li n activity otiw tlun 



hw baglming of the Farm Credit Syitem mora than 50 yaan V, 
rming wb> largety 3 mix of laid and labor. In the decade of Ihe 70'i, 
iwBwt, forming has bocoma a nutter of combining lend, and Idxx. and 
rgaanKiuntsof capital and technoloBV. Today a farmer's ikl 1 1 in uIMiiingtha 
Isn production technokigv itciucial to a sucisnf ul fvming operation. 

Murfi of the new iBchnology in farming is applied tnroij(f> the use of 
rge and costly aquipmert. EKamplei would be the application of chemicals 
( airplane and halicoptac. pruning orchards with mammoth mechanical 
unari, and harvasting rncm field dopL Individual farmers often are unable 
I purdiaie inch equipment due to (he large capital investmen Is required and 
le si'e of farming operation noaded to moke profitable use of such eQuip- 

Farmers are turning to custom operators with increasing haquancy to 
ly such services. Use of custom operators enables farmers to have nrvicas 
complished with profevional efficierKY and to do so without tying up 



na trend is expected to continue in the decade ahead. Custom opera- 
lors will become more important to farmers and. in the view of the Commij- 
skxi, the Farm Credit System should provide Ifiem with credit service. The 
System should get needed legislation peaed arxj adjust pertinent regulations 
on lending. In other words, appropriate steps should be taken to anabia the 
System to provide CTeOit to farm related businesses which provide farmen 



ure from the original intent of 
91B-to provide credit to farm- 
he Commission sees this brpadening of Farm Credit service in 
ig wholly in keeping with tne System's broader eoat of aarving 
farmer. It will assist in making available to him the tools 
dem farming. It will do so without requiring that he a\wavs 



DioinzsdtjGoO'^le 



invsH capital in Iha agulpmnt. To begin 
fact, ii onlv an adiuitment in cradit serv 
sitatad by changes in farming. 

This recommendation should not ba c 



Similerlv thii rsco 




ot suggest 


hat t 


a Farm Cmdit 


SvMam should urovide 




dit to all ol 






Ti of businesses 


loosely grouped under 


the 


term "ayibus 


ness." Toth 


con 


rary, the Com- 






nly expended 






X for a specific 


jegment-farm ralatad 


servi 


CSS offered directly to far 


men 


To qualify for 


Fw-m Credit, the indiv 






ms providing 




services should 


dosoaslheirpfifnary 


usin 


ess. An ex«pt 


on to this, of 




B, would be the 
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n«0C3inm«ndaIiarB: 

1. CndrtdBoiorBlhould barnidgonltwbnhof iconiptshaniiHinityiiiatill 
crsdittictori, thtmoMiniportintofwhlctm: l»l thabo i io m i— hHinanagi- 
nwntabMity. roporuibilitv. continuity, tunUvcoofMittion.Mc.; {b) eollittr*! 
ttkan orwilltUi M Mcuritv; Icl fin«>ciilp(»lIionindpn)(Fa>; M) Mmlnp 
potsitid 0Kl rapavuMnt apKity: 1*1 purpowof loantMl t«i>ot«ipnH*l. 

by wwGFfic credit fictonaich ■ oollMaril or purpoN. 

2. Dinrlcl BnkiindAMOclnionitfioukLbtniponiiblt forlocilcnditpoticia 
■nd individuil cradil dociikini within Btibli^iad Firm Cradil Svnam la*, 
policial, nd rogulitlon. Th* Firm Crodh AdminiRntion md Iha dlHrict 
Banks, through thair BipaniiDrv functioni, #iould ancounpg uii of Iha 



JB who the SyslBn snojid serve, what 
ie Syitatn should aperate. This section 



it is imporlant that policy deciikini relMing to the exteniion of credit 
ere in tune with modern agriculture, currant tovlitions, and with the needs 
end capeOilitiei of the borrowv. Loans made sftould be in line with the 
borrower') totel reeources-both human and phytical. 

Methods of e^luating tf>e borrovwr—hia farming know-how, his mana- 
gerial abiiity, his eaming capacity- have not baan very scientihc It is much 
easier to meatura coHaterel. Tfte Farm Credit System diould continue to 
provide leadertfilp in improving standards for lending. This will lequite con- 
tinuous updating of farm business concefia. of changing economic factors, 
and of requirements for effective farm management. 

Landing thai is ol optimum benefit to the borrower is somewhere be- 
tween conaetvoiive, unimaginative lendifig and ov»ly liberBl, hitfi-risi! loons. 



k continuously at being ai 



The Fvm Credit Syitem and evsryona in It also should strive to assure 
that the full ooteniial of the System is made available to all borrowers. The 
System today is a S14-billion credit resoun:e that has great service potential. 
Everyone in it should realin this potential and seek to make its total benefits 
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MTV for ■ aiCMNful fvming bialna 



2. CndK rslMHl wvicei riioufd ■>■ undnnkMi onlv whwi a wbmntW numtwr 
of mambin, on m Amclition or dinrict'Wldi bull, hm I nxd for th* 
SytWRi to prwida uch mivIcm. 



I. Th* waiUinrtv af cnmiMtoin tHvicm ttimugh othw normil budma dun- 
rwli ihould be racofplzad md, wfwra thvy n providad M ra— pnibh OOf^ 
thg SviUm ihould not dwatop cornpsling larvicK but onin mmilnninlht 
pialitibig uR of such •snot. 

i. Comidamion tf>ould bt i^van to devaloplng ■ ruwaah and aducsliaiid pm- 
gram and a guidanca larvica which would dkaet mamban to compotant pm- 
fsoional halp In aitala planning. Including battar mathodi of tranhrring 



ComRwia: Adequatacredit seniice in the decade □Iths70's regjires far mucettun 
ii<-nply issuing and coltecting loans. Landars mm provid* cirtain credit >*• 
latad servicss to be ol real help to individual borrowati Some of thoa 
sanicos misi the member diracily while others are of indirect benefii in that 
Ihev help him do a better job. 

From the beginring, local Associationshave shared with farmers informa- 
tion about farming develooments. avsilabilily of land, prices, marketi. and 
use of nmv farming practices. Farm Credit staff members, as reguotad by 
member-borrowers, have counseled borrowers on a wide range of bminaai 
decitioni involving credit. 

In recent years the Svstam bee added several formalized credit reMad 
services. The first m be □ftsetf wn credit life insurance, an important form 
of prolection for bonoweis. Farm Dedil Associations take spplication* for 
to insuraiKe companies. More recentty a 
xiation* have offered Ihoir rrwnbal 



a loider is in a flood position to malie them available. Such 
dimcilylo lhea«toraion and use of credit 
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ii( of thi CommiMion that tha Farm Cisdit System #iDuld 



msmbiir-bainMiBn. Tbag istvlcsi dKukJ saiit with the managemant of 
farming and cooperaliv« operationt. Thay tfrauld not provkM txh produc- 
lion input* at sjpptiei. markeling aervicn. or custom tigivaning. 

The SvJtsm should not low sight of its primary purpose-to provido 
CTSdit. Retatad ssrvicas <iould be unOanakan only for ttw purpose ol benef ii- 
iiV Eiorrow«rs. dirsnly or indirectly, and not tor Mw purpose of added in- 
come to the Association or Bank. 



d not be otferad bv eti Associations or tl\ 
Me lliBt a specific service will be available in 
others. Sarvicea thut should ba otferad on an 



The commission noted two specific credit related servicas. Firm wb the 
praseni program of offering credit irfa insurance. The Commission fourtd that 
OKti insurance coverage ■> offered by rnoet Lsnd Bankarxl Production Cradit 
Aiaociationi across the aHmtry. It considsrad the pooibilily of savin)^ to 
manter-borrowen if a Farm Credit System credit lite insurarKo proj^am were 
offered in piece of tha present programs, 
premium rates be meda to explore such a p 



m is coTKsrrMd about growingdifficulliai inttans- 
ferringfarmasialtfTomoriegeneration toarxitfier. Lagnland lax requirements 
in uch transfers, often compounded by an individual's lad: of information 
« ptanning, make a iignificsni drain on farm sawts each year, Tha menibers 
considered how the Farm Credit Sy^emmii^t aid farmers in coping with this 
probtem. As a cooslructive first st«p, tha Commission recommends that the 
System recognize the proMemt in this arte end call tfwm to the attention □! 
borrowers. The System should promote resetrdi artd aducetionel programs 
aimed at helping f«m families batter plan Ihair estates. It should guide ihem 
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During in itiidv of agricultural cr*dn oaadi ttig ComniMion alao took nock of 
opponunitlai toe tha Farm Cradlt Synam to wve non-farm rural midantj tta tha 
rural community. The System, In total, hat baan axtremelv uccaiful In bringing 



Amarican ssricultura? 
lancing rjral Amarica ara raat snO of graal magnituda. 



Comrnunltlas have, and will axitkiua to hava. difficultlai in financing such crucial 



SEflVINO 

RURAL , . , 

AMERICA P'oi^o ^ water ayswris. facililias for wana dinxMal, recraaiional 

similar projects necessary for imoroved rural riving, Tners is special nead for credit 

for norv-tsrm rural housing. 

ed these needi aivl wei^ied various propoaalt tor tha 



The Convnisslon members generally concluded that the Synem tfiould taKa a 
Ixoader view of serving crsd't neads than in the pest. Meeting the projected cradlt 
need! of farmen. their cooperatises, and farm related buaneraei mil require conjid- 
eration of tha development needs of rural ajmmunitias n viell ei the direct credit 



of rural America. 

The Commisikin would hope that the Farm Credit System might emM, tcr 
ample, in financing non-farm rural homes, rural community needs, end rural a 
erative utility systems. Although the Convnission does not include in this rei 
specific rea>mrnendations on how toBchievesucfiiefvices.it does urge that ma : 
urn consider how and whan sucfi sarvlcss mif^t be initiated. 
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The Comfnlsion cancixxita that Iha Syxlam ihrxjkj considor certain 
adjustmonts in its monsy-galhering activitv- The changes recommended Vi 
both to provide a dependable money supply and to help obtain funds 81 



The Convninion ii impressed that Ihe Farm Credil Banks sold seiuritis 
in me agency market 29 difteant limes in 1969. This means that new Farm 
Credit securities were sold on an average ot more than mo limes each 
month. TheCommrsion was struck by the lact thai in 1969 Ihe Banks tokl 
bonds and debentures totalling $11 billion. This was more than the total 
amount ot credit borrcwed by farmers and their cooperatives from the Sys- 



ThBComi 



iltor th 



seek to enablish a more sdva^iageous maturity pattern for its securities. 

Tlie System's loan tunds are obtained elrmisl eiclusivefy from sale of 
Farm Credit securities Ihtough a group of dealeis in the agency market. The 
Commission sees two disadvantages in this arrangement First, il means the 
System is rather infleiibly tied to a single meansot gathering funds. Second, 
individuals, including member-borrowers, do not have reedy access to these 



The agency market where Farm Dodil securities are sold originally was 
launched with (he sale of Federal Land Bank bonds in 1917. It expanded 
with sales of debentures of the Federal Intermediate Credit Banks gixl Banks 
for Cooperatives. In recent years this market has become crowded with Fed- 
eral sgoncies selling their securities. Ten years ago Farm Credit System securi- 
ties outstanding eiceeded securities outstanding of all other Federal agertcie) 
combined. Though annual sales of Farm Credit securities haw ^osvn from 
33.3 billion in 1959 to S10.9 billion in 196S, Farm Credit securities sold in 
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The CommiBion ihetafoie reconimendi thai additional lOurcaotturH 
ia SKplored. Such nttlng ihould induda nINng Intermediate or term lecur 
tin to a syndicatB on a competitive bW (waii, uae of commercial paper fc 



In additton, it metra iHobibIs to the Commijjion that the Syitem could 
handle Its sacjrity lalas more effectively (and thus probablv raalize coit 
savings) it a single Farm Credit security vnre used. Thiu.tlie COfnmlBion 
recommends studying feasibility of a single instrument that might replace 
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3. Cornnon m*nig«TM>it fm Fadwd Laid Bank nd Production Cndtt AaociB- 

tkm* rtMuM te aneoura^ wtMra ml whan liBibla. 



Commantt: Aftsi dataiminingfutmcradit navkof agrkulturaandnrvkasnaadad 
from the Fwrn Credit Svnw to moat Ihem, th« Comminion •xaminad itruc- 
lure and function of tfte Syttsm to lea if it could atfsctivalv prwida tha 
wivka rscomnianded. Ara tfw ornHiiiation and oparalion of the Farm 
Credit Syitam adequate to mset future Mmarxls? 

Tile Comminion kioked at relationshipi betw«n8anki erid ABOCiatiom 
in the Syitem. It studied terrltorlei served and the efficiency of the 37 banki 



Probeblv the most controveriial topic dii c uwed by the Comminion in all 
of In ten monlfis of itudy vm Ifw quenion of merging the Fedaral Land 
Bank aid Production Credit Synenu. Many Matanwna ware recelvad by the 
Commlsilon explaining advantages anddlsadvantagaofaich a merger. Ttioe 
expressjoru from intsestsd Indlvlduali were BimotI equal In number on aach 
side of This proposltfon. 

Most Commiaion members ai^eed that if ttia farm Credit System vMre 



to different credit needs al diffeieni points 
IS record of more ifian 60 years of Mmce 
he most succesful wntures yet devind in 



The Comn>lsslon did not find adequate justification to recommend to Iha 
Federal Farm Credit Board that any parts of the System be merged at pre- 
tv structure Is adequate to Implarrtent recom- 
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POLICY MAKING 

2. To pnxnoU ttia •taction of 

tm on all Fvm Cndil Bomte. 



thil toqualifYforBtaclionor ippointinanl to any board of d^ncton 
■rm Cndrt Svitsm m bidlvidu*! oi thi antilv ha raprHmti mint ba 
I uiar of iha Syttun'i cndil latvicM. 



Comments One of Ihe strongg$t faaljra of ttia Farm Cradit Syittm has bem Om 
expression of farmer's credit naeds Ttirougfi electad boerds of directors. Tfiis 
member-involvemant in policy making naiflnat>M the Syitsm to tailor »t- 
vices to tit tarmen' credit requirementi. 

tately reflect farmers' changing needs and are cogniiani of changing agricul- 

TTw Commiision suggests that to become a membai of a Farm Credit 
System board en indrviduel should be an aaiva user of the System's cradit 
services or represent an organiialion thet is an active user. And to assure that 
boards are made up ot active, modern farmers, the Commission i 

Educational ellorti should be mainiained on a continuing t 
directors and asiil them in performing Ihair duties as board mei 

borrowers conscious ot the oucial role Farm Credit boards pi 
mining the operations and services of the Banks end Associations. 
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MnmW that tha Fadml Fann CmMl Bovd and admii 
tl of th( Fwm CratHt Admin Mration ba continuallv n 
CREDIT SyitHn'i itnngih comat from tt> baing * unifiBd and cohatfn 

ADMINISTRATION andtfioulilall work toward thnand. 

2, Diltrlct Fwm Crsdit bovdi, Baiki ind Amciilkint ihauld bi r*«»n>IWa 

gnherlnt. automatic data procaMlng. puWlc ralatlora. paraonnat and raaaardi 
tfwuld ba providad at dlacration ol tha Bviki ttinxigti an aniltv or aniitlai 
ownad. operatad and controlM by tham, Tha Farm Credit AdmlnMration. 
howavar. tfwutd provida affacthia laadanhlp and coordination In mich arm 
to tultlH ita ajparviaory raiponiifailitv, 

3. Tha Finn Credit Admlniitntion ihould fulfill itt ragulatoiv function In tha 



inwrOT The Farm Cradii Adminiitratlon-wtiich includas tt» Federal Farm 
Credit Board, tne Governor, and FCA >taff-has been a rather unlqua combi- 
nalkm ot regulatorv activltv ar>d lervica to the Farm Credit Banki aid 
Associsliont The Federal Farm Credit Board, nomlratedby thediitrictiitKl 
appointed by the President of tha United Stales and the Secrelerv ot A^ 
culture, has brought together the ^ass-roots interests of farmer-borr(wen 
and the interests of the general public. 

Functioning vvilhm FCA iuiierviiion, the Banks and Associationi haw 
achieved a splandid record at credit service to agriculture. The present or^^i- 
zation and responsibilities of the Farm Credit Admininration have several 
imoortont advantages. First, they provide a coheiisaneE and unity of service 
throughoui tha System-cDmmon purpose and direction. Al the same time 
Uwv allow for fleilbility of regulation end service eccording to need* of tha 



the election prorasses. Thus, the System is 
and changing needs. 

Because the Farm aedit System was esubliihad by Conran to Mfva 
farmers in all cwners of the Nation irrespeaiva of profitability of providing 
tervics and because orogniietiont making up tha System all hold Federal 
charters, some form of Governme 
proven valuable for 
knowledge of the cri 
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ttun being (trictly a regulatory agency, the Farm Credit Adminii- 
I generally providsd suparvfsion as a comlructive caialyit for 
ng the Sv>um and iti 9ervic«s. Ifit CommiBion does nut recom- 

changas In th« function of ttM Farm Credit Admlrlstration. 
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iternal ralationships include rdaiionships 
iovernment officials, other landers, farm 
d the public The Commission urges Ihat 



The System should work with educatii 

eitanple wouliJ be cooperative efforts in the 
Similarly, the System shoukl maintain liaisor 
agencies other than the Farm Credit Admi 



IE Farm Credit System at 
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During the ComnuBion'i itudy of credit n> 
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E. A. Jaenke. Governor 



Dr. I_ l. Soger, Dean 
CoUBje of ABriciilture 



ObiteOttt of the Fanii Credit : 
StMdind Implied In Fenn Ci*llt Law 

Fred W. Giloiore, Depjiy Governor and 
Director ot Land Bank Service 



Former Assistant 
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Andrew Lampen. Preiideni 

Fsdersl Innrmediale Credit Bvtk of St. Paul 
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Or. John Brake. Profesxir ot Farm Finance 
Midiigan StaM Univaciitv 






Theodore D. Browne. Eieojlive Vice PrBiidant 

Flnt Malioiul Bant ot Denver 

and former Chairman , Ay i cultural CommitMt 

CoapmUm Stiitiyin for the Ttfi 

Dr. Eric Thor, Administrator 

U.S. Dapartmert ot Agriculiiirs 
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Mr. Thatbr, I would conclude my remarks with the statement that 
this report was completed and taken by the Commission to the Fed- 
eral Farm Credit Board a year ago this March, about 13 months ago. 
From that point on, of course, it is their responsibility to do such 
implementation as they see fit. Thank you. 

Senator McGtovern. Well, thank you very much, Mr. Thayer, and 
Mr. Davis and members of the Commission on Aericultural Credit. I 
think this has been a good ^neral overview of the scope of the agri- 
cultural credit problem and it will be very helpful to the committee. 

Senator Bellmon or Senator Aiken, do you have any questions to 
direct to any of these gentlemen ? 

Senator Aiken. No ; we have 40 or 50 witnesses to be heard in the 
next 3 days. It would be wise to hold our questioning to a minimum 
and read their testimony, what we can't hear personally. 

Senator McGovern. Senator Bellmon. 

Senator Bellmon. Mr. Chairman, as you know, I am not a member 
of the subcommittee and I believe I should wait and raise the que^ions 
I have when we have the full committee meetings. 

Senator McGovern. Thank you ever so much, gentlemen. 

Senator Aiken. I will say I have been concerned with this work 
ever since 1933. 1 helped organize, I believe, one of the first production 
credit organizations one morning with the temperature 20 below zero. 
It has been tremendously successful up to date hut like the situation 
in Europe the time comes when it needs change. I shall be very much 
interested in this legislation and will give all the time I can to it. 

Senator McGovern. Thank you very much, gentlemen. 

Would you like to make your statement at this time! 

Senator Bellmon. Yes, sir ; I would like very much. 

STATEMENT OP HON. HEHRT BELLMON, A Tr.S. SEHATOE 
FROM THE STATE OF OKLAHOMA 

Senator Bellmox. Mr. Chairman, I want to express my apprecia- 
tion to you for allowing me to testify this morning and also to say 
that I appreciaite very much the opportunity to hear the testimony of 
the other witnesses that we have just heard. I intend to stay and hear 
as many witnesses as I can because this is a subject that interests me 
vitally and I feel that this may be one of the most important pieces 
of legislation that is before the Congress in this year. I hope to par- 
ticipate actively and fully in the consideration of the bill when it 
reaches the full committee and I believe that others who are not mun- 
bere of the subcommittee will feel as I do, that this matter does deserve 
every possible consideration and that it should be acted upon rapidly. 

5fr. Chairman, probably the greatest need of modern-day commer- 
cial agriculture is a more adequate and dependable source of credit. 

Unfortunately no revolution in agricultural financing has accom- 
panied the scientific, mechanical, and technological revolution that has 
made American agriculture nc^ only the world's most efficient but also 
the world's most capital intensive. 

I want to go so I will make this statement now and I hope some of 
the things I am going to say may bring forth some sugg^tions and 
commente and even amendments to this act from other witneeses who 
certainly know a great deal more about farm credit than I do. 
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With a few minor exceptions, 1970 finds agricultural credit operat- 
ing with inad^uate resources and about the same mrthods that were 
used in 1950. The need for the legislation is long overdue. 

Over the country, the number of farms is declining, sharply. Jn 
Oklahoma the number has dropped from 106,000 in 1960 to an ex- 
pected 90,000 this year. Nationwide, there are 50 percent fewer people 
living on farms today than there were 20 yeara ago, even though the 
Nation's population has increased by nearly 33 percent in the sune 
period. How much of the decline in farm population is due to inade- 
quate credit la a matter of speculation but the Impact of bad credit 
services certainly is great. 

The trend is to fewer and larger farms. In 1960 the average ferm 
was approximately 297 acres. In 1970 ihe average size was S^ acres. 

Meanwhile, production expenses have almost doubled since 1960, 
rising from $6,652 per farm to $12,940. For the commercial farmer the 
rise is much more dramatic. 

More importantly, looking ahead for the next 20 yetu^ credit de- 
mands are expected to increase more dramatically. This is an issue 
that affects the cost-of-living and even the economic survival of non- 
agricultural businesses and individuals throughout the country. An 
agricultural enterprise that is unable to secure medium term financing 
for equipment, materials, fertilizer, interest, taxes, and all the other 
capital costs is an agricultural enterprise that is headed back to a sub- 
sistence level of operation. It cannot long remain a customer for the 
products of urban industry or a supplier of food for urban consumers. 

If each American farmer is expected to produce food for himself 
and 50 to 100 other consumers, as he will be before the turn of the 
century, he must be provided with the wherewithal to do the job. 

Unfortunately the present system of farm credit has some serious 
weaknesses, and unless they are corrected our diminishing rural popu- 
lation will dwindle even furtiier, adding to tJie problems of urban 
areas which already appear insurmountable. 

Under the umbrella of the cooperative farm credit system there are 
a number of lending agencies — Federal land banla and Federal land 
bank associations, Federal intermediate credit banks, banks for co- 
operative and production credit associations. As a practicing farmer, 
the agency with which I am more familiar is the production credit 
association. And most of my remarks are going to be aimed at the 
operation of the group. 

It has long been my feeling that this source of farm credit has not 
kept pace with the times and does not come close to meeting the needs 
of today's farm producers. Drastic changes in its operation are needed 
to help it meet present and future farm operating credit needs. 

The agricultural credit system is more than 50 years old. It was 
begun with the passage of the Federal Farm Loan Act of 1916 as a 
means of assisting in maintaining an adequate level of farm credit at 
a time when farmers could not obtain credit from other sources. The 
system was expanded in 1933 when Congress passed the Farm Credit 
Act. This act authorized farmers to organize local credit cooperatives, 
called production credit associations, which could discount farmers 
notes wiUi the Federal intermediate credit banks, to provide much 
needed operating credit. 
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Thus bom in the depresaion to make it easier for farmers to gei, 
credit, PCA's in my opinion have strayed widely from their original 
purpose. In many cases they have become the most conservative tmd 
restrictive of all farm credit sources. 

Furthermore, since the original "seed" money frcan the Federal 
Government has been repaid, the system now operates independent 
of Government supervision and the machinery to monitor PCA opera- 
tions is lacking. 

A recent survey of six production credit associations in Oklahoma 
bears out my concern and illustrates the need for corrective legislatitHi. 
Mr. Chairman, I have available copies of the study which I will make 
available to the committee and others that are mterested because I 
believe you will find some of these to be extremely interesting and 
revealing. 

Each PCA has a five-member board of directors. The survey showed 
that on three of the six boards all five members are over 60 years old, 
and on the other three boards, four of the five members are over 50. 
Four of the boards have members over 70 years old, and several mem- 
bers are no longer active farmers. 

We heard from a former FAA president who expressed the need for 
young farmers to be considered but these boards are all made up of 
older farmers who apparently do not give consideration to the needs 
of new farmers or young farmers. 

Average age of ooard members ranges from 53.8 to 61.8 years, and 
for the total membership of the six boards the average age is 57 years, 
6m<Hiths. 

In terms of length of service, some of the members have served more 
than 30 years. Average term of board membership range from 8 to 16 
years, and for all six boards the average length of service is 12 years. 

Another finding of the survey was me fact that for the most part, 
PCA board members are cattle raisers and landowners with large 
acreages. Since I raise cattle and since I have a fairly good size farm 
I certainly have no criticism of these gentlemen or of the cattle busi- 
ness but other types of agriculture are also important and their credit 
needs must be met. There was not a single tenant farmer serving (hi 
any of the boards of directors, 

1 would like to say we didn't handpick these groujs, we chose them 
at random over different parts of the State. 

Another indicator of how poorly the PCA's are serving the averam 
farmer's needs is the size of loans made. In two of the PCA's surveyw, 
serving nine counties in Oklahoma's wheat belt, the avera^ size of 
new loans over a recent 1-year period was over $100,000. It is obvious 
that in at least some cases the credit needs of tenants, young, rank and 
file farmers are not being served. 

On the basis of this survey, several conclusions can be drawn : 

The same individuals have been controlling these lending agencies 
for many years. Tenant farmers and young fanners are virtually 
absent from the board membership, and, therefore, have very little 
voice in the policies these PCA's follow. Domination of boards of 
directors by well-heeled, aged cattlemen makes PCA loans less avail- 
able to smaller^ younger farmers than bank loans. This is not the 
purpose for which the PCA's were created. This is not in accord with 
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the intent of the Farm Credit Act and amendments must be made 
in the new lemslation to correct this situation. 

Bank cremt is also short t«rm and also tightens up when crops are 
short and when farm income is down, as one of our witnesses testified 
this morning, and when the ability to pay is the least. Unless we 
have another source of credit for young farmers they are continually 
going to be forced out when times get tough. 

Boards are predominantly representative of only one segment of 
the agricultural industry. It is no wonder that in agricultural Okla- 
homa such products as pork, milk, eggs, and broilers have to be im- 
Krted from other States, when cattlemen run the PCA's and make 
Lus mainly to cattlemen. 'Mr. Chairman, let me make it clear that 
I have nothmg against cattlemen or the cattle business. I admire cattle- 
men and I'm in the cattle business. My point is that other phases of 
agriculture must have their credit needs met also. 

Apparently little effort is being made to make new loans or to take 
any nsk. Instead the tendency has been to make gilt-edge loans to 
big farmers, and to the same ones year after year. It is highly probable 
that these borrowers are of the type that could get credit anywhere. 

In my opinion this ia a deplorable situation. This country is faced 
with serious rural exodus. Undoubtedly, in Oklahoma and elsewhere, 
many of our best younger farmers are beingforced out of ^riculture 
because of overconservative loan policies of Production Creint Associ- 
ations. 

We must not allow this condition to be perpetuated. Constructive 
changes in the farm credit system must be undertaken, and I offer 
the following recommendations : 

Steps should be taken to require that the board of directors of PCA's 
and other such lending agencies be broadly representative of the agri- 
culture in the area which they serve. Consideration should be given to 
such factors as age, size of farms, average income, types of agricul- 
tural commodities produced and other such characteristics of farmers 
in the area. This information is easily available from the Census 
Bureau. 

Board members should not be allowed to serve more than two terms 
consecutively. Even the President of our country is limited to 8 years 
in office as are many Governors. 

Loan portfolios should be broadly representative of the type of 
agriculture in the area. 

An appeal procedure needs to be added to the law so that a local 
borrower will be able to have a hearing when his loan application is 
refused. 

Each district should be req^uired to publish a periodic operating 
report;, showing the number, size, and type of loans made. Provision 
needs to be made in the law for the GAO or another governmental 
agency to periodically examine the opemtion of local PCA's and land 
hanka to see that the intent of this legislation is followed. Since the 
PCA's are now investor-owned and own their own money, perhaps 
it is not proper for the Congress to insist on a service aspect in their 
operation. However, I would like to point out that this act provides a 
cmisiderable tax and funding advantage to the PCA and other agen- 
cies of the Farm Credit Administration and I feel Government can 
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properly require iiiat, Uie reasonable intent of Congress in this legis- 
lation be met. 

In summary, farm credit is one of the greatest unmet needs of rural 
areas. The lack of credit has forced far too manypeople out of tiie 
nira,! areas and into the already crowded cities. The Congress must 
take action to make certain that inadequate farm credit or archaic 
loan policies are not contributing to this trend. If changes are made, 
now is the time for Congress to make thenL 

White I am a coauthor of S. 1483, 1 recognize that the bill has many 
imperfections and this legislation alone as now written will fall far 
short of meeting present and expected demands of farm credit. 

It is my hope that during consideration and markup of this bill it 
can be improved to provide a sound, adequate and workdale system 
of farm credit to augment and lead the way for private sources to 
also serve agriculture better. 

Again I would like to thank you for allowim^ me to testify and I 
hope that some of the other witnesses may be able to help in solving 
some of these problems that I see to be very real. 

(ITie survey is as follows:) 

PBomrcnoiT Cbedit Abbociatioii Sitbvit 

I. Production credit aseoclatlonB : Gurmon, Elamlcbl, Ponca Cits, Chlckaalia, 
Duncan, Enid. 

II. Cotmtles served by PCA : 
OuFmon : Beaver, Cimarron, Texas. 

Eiamichi : Atoka, Bryan, Choctaw, Coal, Johnson, McCurtaln, Marshall, Posh- 
ma taha. 
Ponca City : Kay, Noble, Osage, Pawnee. 
ChlcliaBha : Caddo, Canadian, Grady. 

Dimcan : Oart«r, Comanche, Cotton, Garvin, Jefferson, Ijove, Mnrray, Stt^ens. 
Enid : Alfalfa, Blaine, Garfield, Grant, Kingfisher, Major. 

III. Members of the board of directors (by county, name, age, and length ot 
service on the board) : 

Guymon : H. 0. Hitch, Jr., 53, 33 years ; L. B. Messlnger, 83, 9 years ; Emery L. 
Bell, 60, 22 years; Ivan Joe Simmons, 37, 4 years; SylTester F. Lewis, 58, 28 

Kiamichi : G. W. Clifton, 57, 3 years ; Henry Montgomery, S9, 17 years ; Bemie 
R. Baldwin. 32, 1 year ; D. J. Cobb, 68, 7 years ; Roy Colclazler, 68, 12 yeara 

Posca City ; E. C. Locke, 02, 3 years ; Lee Moore, 61, 5 years ; Ted Mashbum, 60, 
8 years ; Raymond Pfrlmmer, 63, 15 years ; E. R, Robblns, 7S, 32 years. 

Chlckasha : O. H. Deason, 76, 29 years ; Richard L. Ball, 41, 4 years ; Royce 
Hawkins, 50, 14 years ; Earl Morris, Sr-, 59, 15 years : Roy Schenk, 63, 16 years 

Duncan : Max W. acherler, 72, 22 years ; R. C. Allen, 57, 10 years ; C. A. Beavers, 
Jr., 53, 7 years; Ralph Stufflebean, 53, 1. year; Paul Walker, 36, 1 year. 

Enid : Lyle L. Hague, 76, 37 yeare ; O. E. Wolf, 71, 20 years ; Cylde C. Corbin, 
60, 9 years ; Cecil W. Haws, 57, 7 years ; Joyce Hessel, 55, 7 yeara 

A-III. Members of the board of directors : 



H. C. Hitch, Jr. : Irrigated farming, dry land farming, ranching, cattle fieedlng; 
owns 17,280 acres; leases 1,976 acres; fnll interest !n 11,549 cattle, one-half 
interest In 1,973 cattle, and one-third interest in 26,467 cattle. 

L. E. Messlnger : Cash crops ; 2,000 acres owned ; 640 acres leased ; no 
livestock. 

Emery L. Bell; Cow herd and stocker cattle; 3,100 acres owned; 640 acres 
leased ; 450 cattle. 

Sylvester F. Lewis : Cow herd ; feed crops ; 1,488 acres ovraed ; 476 cattle. 

Ivan Joe SInunons: Cash crops and cattle feeding; 1,480 acres owned; 2JM0 
seres leased ; 646 cattle. 
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TblB asBodatioii Dukes some onaecnTed Imub. Barieally, llTeMock, feed, cKVa, 
and machinery, and, In some Instances, first and second real estate mortgages 
and secnrities are used as collateral. 

Tbls association's terrttory has general ftiming, basically cash crops, randi- 
ing, and a heavy concentratimi of commercial cattle feeding. 

KUMIOHI 

Henry MontgcHnery : Steer program ; no craps ; 2,140 acres owned ; 1,840 acres 
leased : 654 cattle owned with brother. 

O. W. Clifton : Cow herd and stocker cattle ; no crops ; GST acres owned ; 118 
cattle. 

Bemie R. Baldwin : Cow herd ; no crops ; 900 acres owned ; 1,000 acres leased ; 
112 cattle. 

D. J. Cobb : Cow herd and stocker steere ; no crops ; 880 acres owned ; 176 cattle. 

Boy Colclazier : Cow herd and alfalfa ; 808 acres owned ; 137 cattle. 

This association makes a few nnsecnred loans. Basically, collateral covers 
cattle, machinery, feed, crops and some dairying. 

This assodatlwi's territory covers general farming, mostly small farms and 
ranching. 

FOMOA OTTT 

B. C. Locke : Oow herd ; 320 acres owned ; 160 leased ; 93 cattle ; wheat, alfalfa 
and feed grain. 

Lee Hoore: Cow herd and stocdiers; no crops; 1.000 acres owned; 237 cattle. 

Ted Hashbnm : Cow herd ; no crops ; 2.S00 acres owned ; 040 acres leased. 

Raymond Pfrimmer : Cow herd ; wheat, feed grain and alfalfa ; 353 acres 
owned ; 223 leased ; 78 cattle. 

SI. R. Robblns ; Partly retired ; stocker cattle ; no crops ; 680 acres owned ; 60 
cattle ; Interest In hog farrowing iteration. 

l^ls aeeociaUiMi makes a few onsecnred loans. Basically, collatnnl covers 
livestock, feed, machinery, and crops, with some first and second real estate 
mortgages. 

This association's territory covers general farming, basically cash crops, ranch- 
ing and some dairying. 

OHTOSABHA 

O. H. Deason : Retired land owner ; wheat, cotton, and forage ; 320 acres owned ; 
180 acres leased ; 100 head catUe. 

Earl Morris : Dairying ; alfalfa, wheat and forage ; 330 acres owned ; 620 acres 
leased ; 155 head dairy cattle. 

Richard L. Ball: Dairying; 250 acres wheat, forage and silage crops; 158 
acres owned ; 720 acres leased ; 307 bead cattle. 

Royce Hawkins : Beef cows and yearling program ; cash crops, cotton, wheat 
Hud forage ; £^ acres owned ; 555 acres leased ; 191 head cattle. 

Roy Schenk ; Stocker, cattle and livestock feeding, and cash crops ; wheat and 
Bl&tlfa ; 630 acres owned ; 760 acres leased ; 565 bead cattle. 

General description of types of collateral rehired In thts assodaUon ranges 
from unsecured loans to Hens on livestock, feed, machinery and crops with some 
first and second real estate mortgages. 

The general agriciiltural activity in this association's territory covers general 
fanning and livestock enterprises with wheat, cotton, alfalfa and feed grains 
predominating. 

There is some commercial cattle feeding in this area. 

DUSOAS 

Mai W. Scberler: Cash crops and livestock; wheat, barley and oats; 1,440 
acres owned ; 80 acres leased ; 146 head livestock. 

C. A, Beavers, Jr. : Ranching ; only hay crops ; 2,960 acres owned ; 3,940 acres 
leased ; 815 head of cattle. 

R C. Allen; Ranching; only feed crops; 356 acres owned; 329 acres leased; 
188 head cattle, 

Ralph Stufflebean: Stocker cattle; alfaKa and silage crops; 438 acres owned; 
3B0 acres leased ; 220 bead cattle. 

Paul Walker: General crops and stocker cattle; wheat, alfalfa, barley, and 
oats ; 100 acres owned ; 1,380 acres leased ; 465 bead cattle. 
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Oeneral descriptloD of types of collateral required tii this OMOctathm ruagea 
from oasecured loans to llena on Uveatock, machinery, feed, crops and, In some 
instances, first and second Hens on real estate mort^ges. 

Tbe general agricultural activity in tbls association's territory covers general 
fanning with wheat, alfalfa, barley, oats and cotton predmnlnating, and ranching. 



Lylfi L. Hague : Betlred landowner ; wheat, feed grain, and alfalfa ; 2,240 acres 
owned ; no livestock. 

O. B. Wolf: Retired landowner; wheat, feed grain and alfalfa; 640 acres 
owned ; no livestock. 

Clyde 0. Gorbin; Cow herd and steer (atocker) program; wheat, feed grain; 
2,009 acres owned ; 240 acres leased ; 414 head cattle. 

Cecil W. Haws: Cow tierd, wheat, feed grain; 180 acres owned; 380 acres 
leased ; S6 head cattle. 

Joyce Hessei : Stocker cattle ; wheat, feed grain, alfalfa ; 400 acres owned ; 
865 acres leased : 248 head cattle. 

Oeneral description of types of collateral required in this association range 
from unsecured loans to liens on livestock, machinery, feed, crops, and, in some 
instances, flrst and second real estate mortgages. 

The general agrlcultoral activity in this association's territory covers general 
farming with wheat and feed grains predominating, and lanchlng. 

There is some commercial cattle feeding located in this area. 

IV. Lending activity last year : 
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T. FnqnencT dlstrlbntton of loam ontstandliiK end of year : 



Lau thin 15.000.. 
S5,000 toll 0,000.. 

tooo tD m.<m 
OOOtoKaOOO 
DO(llotlOD,DOi 
Ovir»00,000.... 



AS OF JUNE 30. 1970 



VI. Percentage claselflcatlon of loans In latest credit examlnatioii : 

' AcceptaMe : t 
dgniflMnt credit 



AcceptaMe: Loans of highest quality, rnnilDB down to and InclniUnK those havinf 

-"le«nt credit weakneBaes. Problem : Loana liaflng eerlouB credit veaknewea re^lriDS 

thiD Dormal BuperTlslan bat believed to be cidleetlble In full. Vulnerable : H1k1> tIbE 



deemed uncollectible. 



tfiarmra 
[lomon 1 



Mi July 1970... 



VII. Numbers and amonnts of deUnqnent loans oatstandlng;, Bforch 81, 1971: 



VIII, Nnmtters and amonnts of loans diarged off daring calendar year 19T0: 



-dhyGoot^le 



185 

Senator McGovern. Well, thank yon ever so mach. Senator Bellnum. 

I think this statement of yours is one of the most subetantire state- 
ments and one of the most helpful that this committee has had. It 
demonstrates a considerable unomtt of courage and foresight on your 
part to present this kind of critical material to the committee and I 
hope every one of these sugge^ions that you have made will be very 
carefully examined. I can assure you that some of these things are 
steps that I personally am very sympathetic with and I may want to 
join with you in t^ing to improve the bill. I think your statement 
will be most valuable and I hope other munbers of the committee will 
read it carefully. 

Senator Beluion. I would like to remain for some of their testi- 
mony as long as my schedule will allow. 

Senator McGovzrn. We will be glad to have you. 

(The statement of Senator Dole follows : ) 

Btaxuceitt of Hon. Bobebt Dole, a U.S. Sbnatob Fbou thk State of Kasoab 

Mr. Cbalrman, the farm credit fi;stem ja over SO yeora old. As jon know, tt 
was cre&ted to assuie fiannen of credit In a time when farmers conld not obtain 
ciedH from other soarcee. Tbe system baa been so saccesaful that all tlw "seed 
money" from tbe Federal Ckyrerttment has been repaid and tbe system operates 
liid^)endent of Federal funds (dtUn tbe pildeHoeA ftf tbe original farm credit 
act 

It to now generally accepted tbat tbls farm credit leglalBtion needs opdaUng, 
and I agi«e tbat It needs amendment Tbe pnqxieed legislation we are discnaidag 
today, 8. 1483, tbe Farm Credit Act of 19T1, la the result ot considerable eralna- 
ll<Mi by tbe commloBlon on agrlcuItTural credit, a gronp composed ot individnal 
farmers and organizations who ut llze the Rerrices of the farm credit syston. 

Tbe commission's report was snhmlUed. atndled and coapled with tbe recom* 
niendatlons of tbe board and staff of the farm credit system Into tbe propoeed bill. 

T^Aa legislatkn hss been dlscnesed for several months. It bas been submitted 
to the ei%<nttiT<B branch for Us ravlew and recommendation. As yet, tbat oirinlon 
has not been rendered, but since many ot tbe provisionB of this bill are vltBUy 
needed, It w<as determined to proceed vttboat tbe amnaisal of tbe ezecitfve 
branch. 

I certainly share tbe desire to provide expanded credit to tbe users of tbe farm 
iredlt system. 

Now tbat tbe bill Is open t<« analysis by tbe pnbUc and the commercial financial 
field, we will hear some testimony from the mortcage bankers, tbe Insnrance 
companies, tbe banks, tbe savings and loan assodations and other Interested 
indlTldnals. There la general agreement that the farm credit legislation needs 
updating, and tbat moat of tbe agricultural and financial segments of tbe economy 
agree with many of tbe provisions of S. 1483. They do, however, have some 
recommendations for changes. 

I do know, that there are some sections of the bill tbat will be contested aa 
being duplication of services already available to the farmers. I know that the 
regional farm credit bank board in my state of Kansas full; supports this legis- 
lation, but that other regional boards oi^Nfse some ot Its provisions. In my opinion 
some changes should be made. 

I am confident that Congress will paas a bill tbat will provide tbe vitally 
needed improvements for tbe farm credit system and not penallee the private 
Qnancial sector. 

Financial credit Is as Important a tool to today's farmer as any of hia imple- 
ments. In order to grow bis cn^, he must have an updated finand&l tool. And this 
bill can provide tbe needed improvements. 

Senator McGovern. Our next witness is Mr. Lars Nelson, chairman 
of the Leg^lative Committee of the Federal Farm Credit Board, 
Seattle, mah. 
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ffTATEHEHT OF A. LAK8 HELSON, CHAIBKAIT, Z.E0I8LATIVE COH- 
HITIEE, FEDERAL FABH CBEDIT BOARD, SEATTLE, WASH. 

Mr. Nelson. Mr. Chairman and members of the subcommittee, my 
name is A. Lars Nelson. I am here wearing several hats, all of which 
I think are pertinent to what I have to say. I am a member and former 
Vice Chairman of the Federal Farm Credit Board. I served on the 
Board's Coordinatins; Committee in working with the Commission 
on Agricultural Credit. I am master of the Washington State Gran^ 
and overseer of the National Grange. I am also chairman of the Legis- 
lative Subcommittee of the Federal Farm Credit Board. But perhaps 
most important, Mr. Chairman, I was bom on a wheat and livestock 
farm. I nave been a farm owner-operator since 1932, and I am still 
actively engaged in that business with the assistance of my son. As 
a farmer, I am now a Irarrower from a Federal land bank and a pro- 
duction credit association, and a member of several cooperatives and 
president of one. I was president of the St. John Federal Land Bank 
Association for 25 years, 

I am closely acquainted with the farm credit system and have a 
great respect for the contributions it has made to American agricul- 
ture. And I am pleased to say it has played a significant role in what- 
ever success I have achieved in life thus far. 

The Commission on Agricultural Credit submitted its report to the 
Federal Farm Credit Board about 14 months ago. I want to review 
with you the steps taken in the unique development of this legt^tion 
since that time. 

In August 1970 a questionnaire was developed from the recomm^da- 
tions in the Commission report. Its purpose was to obtain the opinions 
of those involved in the system at the grassroots level. The question- 
naire was sent to each district farm credit bank at the request of the 
Federal Farm Credit Board. The banks were asked to send copies to 
each production credit association and Federal land bank association 
manager and director and to eadi president and manager of borrowing 
cooperatives, A total of 4,928 questionnaires were returned from 11 
districts. The 11th (Berkeley) district banks apparently did not dis- 
tribute the questionnaire as no responses were received from associa- 
tion directors and managers or cooperative managers and presidwitB in 
that district. 

The results of the questionnaire were put into a computer and a 
complete report issued m October 1970. Copies of that report were sent 
to all respondents. 

I have here a table summarizing the opini<His of all 4,928 respondents 
which I would like to insert into the record of this hearing. 

Senator McGovern. Without objection it will be made part of the 
record. 

(The table is as follows :) 
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Ptit*nti|* dlitributliHi of mpoDdwiti 



I. erotdin ninmn of Inni to tiimtn. 

21. Umil d VMitji of cumoTittons _ 

21). Umll «N|IbNHy of subiWliry corpo- 
ratiow. 

3. Ih n wM M-pttwit ilmit a» FIB letm. 

4. SpocM prairimtoryMnf firaitn.- 

5. LBMn|[»9l|lbKrti> of cooiMrttivn.. . 
S. Br«wl«nM(pa)MOfMn>tDCOo|Mrt- 

«*•• 

7. nriMC* firm-nliM binl 

U. PmM«cndn-ralit«lM 

*" _._.:.■__, (uj pn,rt«(lii| 

ioi. CODpo'itlwiiii 

lysUm al ill Indi 

IDb. loiitt homlni ind tarrlMlM for 

aU'aindPCA'i. 

lOc, ComiMHi minnniMt for FLBA'i 

•wIPCA'*. - - 




ifnindni i 



Cotnnwnltir 
uwwiyilMii 



Mr. \elson. I also have copies of the complete report of the opin- 
ions for members of this distinguished committee. I believe it is on 
the mantle over there so if you don't have a copy already you will 
have one. 

Senator McGovern. Thank you. 

Mr. Nelson. The table indicates broad baaed support within the 
farm credit system for the major proposals contained in the legisla- 
tion with which we are now concerned. 

One of Uie recommendations of the Commission on Agricultural 
Credit was that a study be made of the methods in which the system 
obtains its loan funds and advice be sought as to how it might best 
obtain the funds required in the years ahead. 

An advisory committee on finance was appointed to undertalie this 
task. It was headed by Mr. Darryl R, Francis, president, Federal Ke- 
serve Bank of St. Louis, and was composed of eight other experts in 
the field of finance. 

I would like to submit for entry into the record the report made 
by this committee. 

Senator MoGovern. Without objection that will be made a part of 
the record. 
(The report is as follows :) 



<2-2M O— 71— 



-dhyGoot^le 



FINANCING THE FARM CREDIT SYSTEM 

REPORT OF THE ADVISORY COMMITTEE ON FINANCE 
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Senior Vice President 
First National City Bank 

William E. Simon 
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Salomon Bros. 

Robart Stewart 

President 
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FOREWORD 



The Advisorv Committee on Finance accepted from Gover- 
nor E. A. Jaenke of the Farm Credit Administration an assignment 
of advising how the Farm Credit System might best obtain the 
funds required in the years ahead to meet its share of the expand- 
ing credit needs of agriculture, in the face of increasing competi- 
tion in the financial markets. 

The Committee is convinced that the next decade will be a 
crucial time for fundirtg the tendirtg operatioru of the Farm Credit 
Banks. A confluence at factors both economic and political prom' 
ises a degree of competition by borrowers in ihe money and 
capital markets with which the Farm Credit System has not hither- 
to had to contend. In the past 10 years Farm Credit System debt 
tripled.. Other Federal agency debt grew even faster. The total of 
all "agency" securities outstanding was less than $10 billion in 
^960— it now approaches $40 billion and the trend is expected to 
continue. To fund the many projects dema:iding national atten- 
tion, it has become politically popular to set up new Federally 
sponsored or quasi-Governmental agencies to tap the financial 
markets. The past success of the Farm Credit Banks has helped to 
foster imitation. 

It is not a time for complacency. On the contrary, the Banks' 
finartcing operations must immediately have the most searching 
and imaginative treatment if the System is to continue to be able 
to raise its lending funds independently and competitively. 

In dealing with its assignment, the Committee decided to 
develop and present its recommendations candidly, focusing on 
the best interests of the Farm Credit System and its users, without 
inhibition because of legislation that might be required and with- 
out speculation as to reactions within or without the System, 

The recommendations of the Committee are presented in the 
following pages with a brief rationale for each. 
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Recommendation No. / - It is imperative that funding opera- 
tions be carried out in a unified manner for the Farm Credit 
System rather than as separate procedures for each of the three 
Bank groups. 

Comments 

The Committee was unanimous and emphatic in this view. 
Unified financing is considered essential to the continued viability 
of the Banks' funding operations, and an important factor in pre- 
serving their independence in conducting iheir financing. 

Tfie proliferation of Federal agency and Federally sponsored 
securities in the markets in recent years and expected in the future 
demands that the Farm Credit Banks move in the opposite direc- 
tion to improve their competitive position. With a single market 
instrument covering a range of maturities, the Banks' market en- 
tries would be fewer but stronger. This would result in an im- 
proved secondary market for the System's obligations. In the 
present method there is unavoidably some degree of intramural 
competition in the market, which would be eliminated by a single 
securiiy. Marketing and servicing costs would be reduced: e.g., 
there would be savings in the Fiscal Agency and in printing the 
securities. 

The Committee believes that investors would regard a single 
security constituting the joint and several obligation of the 37 
Farm Credit Banks superior in quality to the present consolidated 
Bank group securities, ll is important that the unified securi- 
ties continue the exemption from State and local income taxes 
and retain investment eligibilities such as security for public 

The several Farm Credit Banks would have a greater oppor- 
tunity to choose financing terms more suitable to their individual 
needs and preferences than at present. 

The Committee is cognizant of the pride of the separate 
credit services in the jobs they perform, and of their desire to 
preserve identity, and sees no reason why these separate identities 
cannot be maintained. It is important to recognize that the Banks' 
financing is carried out on a national scope and is a separate and 
distinct operation from their lending functions, which are inher- 
ently regional and local in nature. Just as each of the Bank groups 
found it desirable to combine the financing of its individual Banks 
to strengthen ntarket reception, the Farm Credit System can 
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benefit from unifying the borrowing operations of the three 

groups. 

The Committee further feels that fear of increased net worth 
jeopardy by any one lending service is unfounded. In reality, joint 
financial responsibility now exists de facto; it could not be avoid- 
ed in the event of an emergency occurring in any unit of the 
System. In the eyes of the market, the quality image of the securi- 
ties of any Bank group would inevitably be damaged by a fiscal 
crisis in another group, which, accordingly, could not be tolerated. 

It is urged that any new legislation be broad enough to au- 
thorize the System to offer various unified debt instruments to 
suit changing needs and changing economic and financial condi- 
tions. 
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Raaunmtndation No. 2 — The Systani naedt a coorcNiwud 
mechanism to achieve unified market financing and greater effi- 
ciency in the management of cash flows, as well as more flexibility 
in debt management. Two alternative mechanisms were considered 
by the Committee— a financing corporation and an expanded 
Fiscal Agency. The consensus of the Committee favored a financ- 
ing corporation. The Committee believes that the creation of a 
wholly-owned fiscal agency corporation, with legal entity, ii the 
best means to accomplish the System's financing at the least cost. 

Commenti 

Several factors influenced the Committee in its consideration 
of an appropriate financing mechanism. There was uncertainty as 
to the ability of an expanded Fiscal Agency to perform alt of the 
functions which are recommended in this report. There was uncer- 
tainty as to whether a financing corporation could achieve the 
degree of market acceptability now enjoyed by Farm Credit secur- 
ities. Although both approaches would permit expanded System 
participation in decision making, there was a marginal preference 
for the financing corporation device as against an expanded Fiscal 
Agency as a method of achieving the greatest efficiency and adapt- 
ability. The Committee felt there would be no perceptible differ- 
ences in the operating costs of a financing corporation or a fiscal 
agency performing similar functions. Of paramount concern to the 
Committee was the need for the System to develop the capability 
to market a unified security and to coordinate cash flows by 
absorbing funds from or supplying fur>ds to the Banks on short 
notice. 

A coordinated mechanism for financing the System ought to 
be separate from credit extension and does not imply merger or 
surrender of independence by the separate banking systems. 
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Recotmnendation No. 3 — Tha distribution of msturitiei covsrad 
by the Banks' debt structure should more neariy reflect lending 
pettems. 



Commenti 

At present only atKXJi 10 percent of the System's gross fi- 
nartcing during an annual period represents new monay. Thus of a 
total of $12.3 billion securities issued in the 12 months ended 
June 30, 1970, about $1.3 billion was new money. Projections 
available lo the Committee indicate that by 1980 new money 
needed will exceed $2 billion annually, which on the present scale 
would mean gross market offerings of some $25 billion each year. 

Short maturities have a place in the Banks' debt portfolio. 
Indeed, paper as short as 30-90 days could well be sold for in- 
terim needs such as seasonal loan surges. But with 70 percent of 
debt due within a year the System is unnecessarily— unsoundly in 
the Committee's view— exposing itself to fluctuations in interest 
rates and the vagaries of the markets. 

The average term of the Banks' debt should be extended to 
more nearly approach the term of loans made. The debt should 
encompass a maturity spectrum from very short through inter- 
mediate term 10 10, 15, or 20 years. 

The bond maturity policy of the Federal Land Banks is sound- 
ly conceived and should tie adhered to. This policy aims to avoid a 
concentration of debt maturities by having not over 25 percent of 
bonds falling due within any 12-month period, nor more than 50 
percent within any 3-year period. It recognizes that the Banks 
have little control over the average cost of their loan funds over 
time, but through the selection of bond maturities can influer>ce 
the rate of change of the average cost. 

The Federal Iniermedipte Credit Banks and Banks for Coopera- 
tives should likewise develop debt maturity policies geared to their 
particular lending patterns. 



Capital Notes — The Committee considered the issuance by the 

Banks of so-called "capital" notes, defined as subordinated debt. 
As a means of obtaining loan funds these seem to offer little 
advantage. If the objective is to expand the base for issuing other 
debt, the Committee feels it would be preferable to seek higher 
statutory debt-net worth ratios. 
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Recommendation No. 4 — The present selling-group marketing 
machinery should be retained. 



ComnMfttt 

The Committee's consensus was that other marketing meth- 
ods such as undenvriting syndicates (whether at negotiated or 
competitively bid prices) offer no certain advantages over the pres- 
ent system. 

It is recommended that the results being obtained under the 
selling-group method be continuously evaluated as to pricing and 
distribution performance, and results of these evaluations be regu- 
larly disseminated within the System. 

The Committee is of the belief that the selling-group method 
of distributing Farm Credit securities has performed well under 
conditions of stress in the financial markets. The Banks have never 
been unable to get the amount of funds they needed, at competi- 
tive rates and at no increase in distribution costs. While hopefully 
we will not have to cope forever with such stringencies, in the light 
of likely credit demands for the next decade one might justifiably 
expect market conditions to remain closer to those of 1965—69 
than to those of the first half of the decade of the 1960's. There 
is benefit in retaining a marketing method that has proven effec- 
tive under varying market conditions. 

One measure of the accuracy of security pricing is the level at 
which the issue trades in the secondary market (retail) immedi- 
ately following the offering. The record of the Farm Credit Banks 
is good. Their securities usually trade within 1/32 to 2/32 of the 
issue price on the day after initial offering. 

Another measure of pricing efficiency is the spread between 
cost to the issuer (rate plus concession) and yield to the investor. 
This spread for Farm Credit securities has remained constant, 
whereas spreads for corporations and State and local governments 
have tended to widen in recent years. 
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Recommendation No. 5 ~ Non-productive futxit should be 
minimized by. the mora efficient management of cash flows. A 
central pool is recommended for this purpose. 



Comments 

Although complete data were not available to the Commit- 
tee, all Indications are that a considerable volume of surplus funds 
is generated within the System, becoming especially heavy at cer- 
tain seasons of the year. Loan repayments cause a net inflow of 
funds to the FICBs in the fall months and to the BCs in the spring. 
Provision in bond and debenture sales for advance funds for lend- 
ing also creates a temporary surplus of cash in the System. 

Present procedures for employing excess cash include loans 
betv^een Farm Credit Banks and short-term investments arranged 
by the Banks locally or effected for them by the Fiscal Agency. 
While these measures have undoubtedly helped to reduce Idle cash, 
the Committee believes there is considerable room for improve- 
ment. A major imperfection is the time gap which usually occurs 
at both ends of the investment period. There is often a lag of a 
day or more before surplus funds can be productively placed, and 
in most cases a Farm Credit Bank has to terminate an investment 
some time before it actually needs the funds to be sure they are on 
hand. On the amounts involved a tew days' slippage represents a 
material loss of income, especially at current high interest rates. 

The Committee recommends that a central pool be estab- 
lished for investment of the surplus funds of the System more 
efficiently and productively, ft is understood that such a pooling 
arrangement has been approved in principle by the 37 Banks but 
has not yet been implemented. It should be placed in operation as 
soon as possible. 

A central financing mechanism for the Farm Credit Banl<s 
could manage the cash flows even more efficiently and produc- 
tively than the pool-of-funds concept. A major advantage would 
be that the System's short-term deficits of funds, as well as tem- 
porary surpluses, could be handled more efficiently. This could be 
done through borrowing from commercial banks, issuing short- 
term discount notes, etc. The central agency could serve as a 
reservoir of funds tor the entire System. To the extent that the 
Banks could obtain funds on short notice, their need to keep cash 
reserves available locally would be reduced. 
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Recommendation No. 6 — Wire tranifw of Farm Cradit Bank 
securities through Federal Rewrve facilities should be instituted. 



Comments 

At present an investor outsids of the New York City area can 
obtain local physical delivery of a Farm Credit Bank security only 
with considerable effort, inconvenience, and expense. There is a 
demand for this service. Certain institutionaf and fund investors by 
law must domicile their securities locally. Other investors for 
various reasons want to keep their securities at hand in definitive 
form. The Committee believes that ready physical transferability 
of Farm Cradit Bank securities throughout the Nation would 
greatly enhance their attractiveness and therefore their market- 
ability. 

This can be accomplished by use of the Federal Reserve wire 
transfer facilities. In essence, the procedure would be that any 
Reserve bank or branch, upon wire authorization from another, 
would issue and deliver securities from stock furnished it, while 
simultaneously the second bank vmuld retire a corresponding 
amount of the same securities. 
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RKOitunendatiof) No. 7 — Further exploration should be given 
to ways of railing money in smail amounts from individual in- 
vestors. 



Commanti 

A suggestion was made that the Banks market to the general 
public through their constitu^t association offices "trust certifi- 
cates" or "certificates of ipterest" in designated outstanding issues 
of their securities. Sucttcertificates would be continuously avail- 
able for purchase at current market prices, and early redemptions 
would also be at current market prices. They would not present s 
liquidity risk to the Banks. 

The Farm Credit System has some structural features which 
present an attractive opportunity for marketing a portion of its 
debt directly to investors. It mainiains offices and qualified 
management personnel in rural areas throughout the nation. It has 
a reputation of dependability and safety. It is in contact with 
numerous small savers and investors who have only limited access 
to the nation's capita) markets. 

There is a sirong basic argument that small and large savers 
should have equal investment rights, but current restrictive prac- 
tices are definitely biased against the smail saver. The problem of 
interest rate restrictions may eventually end, but the spread in 
rates paid between small and large communities existed long be- 
fore the ceilings for banks and savings and loan associations be- 
came effective. Thus, the possibility of gathering investment funds 
in the smaller communities will probably remain long after disin- 
lermediation ceases to be an issue. Furthermore, a credit instru- 
ment which has more of the characteristics of an investment in 
contrast to a savings account may be less subject to disinter- 
medration criticism. 

The following criteria as to the type of credit instrument that 
will be attractive to the small investor and at the same time meet 
Farm Credit System demands have been suggested: 

1, It should carry a market rate of interest allowing for ser- 
vice cost differentials. 

2. It should te available to investors at all times and not just 
during subscription periods for major issues. 



4. It should be issued in sizes that will meet small investor 
saving patterns. 
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5. Its existence in the market must not endanger the liquid- 
ity requirements of the Farm Credit System. 

The Farm Credit Investment Bond meets some of these re- 
quirements. Nevertheless, the interest rate is subject to arbitrary 
determination, and, in large quantities, it could become a liquidity 
hazard since it is essentially call money one year after purchase. 

It was suggested that "trust certificates" in outstanding issues 
of Farm Credit System securities meet the above criteria. 

The consensus of the Committee was that the concept merits 
further study and should be tried if the operational problems in- 
volved can be solved. 
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Mt. Neuson. May I su£$;est to the committee they mi^t be inter- 
ested and might want to invite a presentation to your committee <hi 
the area from Mr, Darryl Francis. 

The Commission report was the subject of discussion at meetings of 
district farm credit boards, the national farm credit directors con- 
ference, the three groups of farm credit bank presidents, the three 
national advisory committees, and at many other meetings of farm 
credit groups, cooperatives, and farm organizations throughout the 
country. In addition, at their annual conventions, some eight major 
national farm organizations and commodity groups sent resolutions of 
support for both the farm credit system and the omnibus legislative 
proposals in preparation by the Farm Credit Administration and all 
elements of the farm credit system. I would like to submit those 
resolutions for entry into the record of this hearing. 

Senator McGovbrn. Without objection it will be made a part of 
the record. 

( The document referred to follows : ) 



Agricultural Credit 

Agrlcnltnral credit needs are cban^Dg and growitiK. Snpidlers of credit to 
tanners and ranchers should provide credit servleee to meet these neede. 

llie Increasingly heavy investment by farmers and ranchers requires a broad 
base of finance for operatiiig expenses and for the pnrcbase of farm equipment, 
motor v^lHes, and facilities. This in<]liides the financial services of commerdal 
banks, suppliers of this equipment, cooperative Farm Oredlt, and Farmers Home 
Administration. 

We recognize the credit proMema of qoallfled youths not yet eetaUished In 
agriculture. Programs designed specifically to deal with their problems should 
receive special and careful study. 

We urge closer coordination and cooperation between productlMi credit associa- 
tions and Federal land bank associations. Including consolidation of farm credit 
units witbln and between Farm Credit districts wherever practical for maximum 
service, convenience, and efficiency of operations. 

We oppose Inclusion of the Farm Credit System In any central bank designed 
to handle the market financing of Other government agencies. All Farm Credit 
securities should be marketed on their merit as provided In the Farm Credit 
Act We favor legislation to establish clearly the Independmt anthorlty of this 
System to raise needed funds In the market. 

We oppose efforts to establish Federal budget control over the Farm Credit 
System. 

We consider the report and recommendations of the Commission on Agricul- 
taral Credit an important contribution to a serious analysis of changes needed 
to meet the rapidly changing demands of American agriculture in an equally 
rapidly changing rural economy. We share a deep interest in constructive changes 
in credit services to agriculture. 

We faeor legislation to amend the Farm Credit Act to provide for the di- 
rect election of one member of the Federal Farm Credit Board from eacb of 
the Farm Credit districts with an additional member elected at large. 

We recommend a change in existing law to allow the Fann Oredlt Admlnistra- 
Hoii to be located outside the U.S. Department of Agriculture. 

We recommend legislation which will allow the Farm Credit AdmlnletratiMi 
anthorlty to establish loan limitations on land bank loans in relation to nor- 
mal values consistent with sound credit principles. We recommend also that 
Individual endorsement of corporation loans not be required, except In cases 
"There the bank considers endorsement necessary for security reasons. 
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We reconunend that- the STBtem be allowed to extend cvedlt to farm-related 
buaineas only If outAx a buHlneea provides a service vblcli directly rriates to 
farm operation needs and whlcli would otherwise reqBire tie fanner to equip 
himself to do the work individually. 

We will support legislative changes to provide autborlty to the Farm Credit 
Administration to use a single Farm Credit 8cc^l^lty. 

We will support legislation to authorize the FCA to chaDge the eligibility re- 
quirements relating to loans to cooperatives. 

If the f^rm Credit Banks and/or aasodations engage in farm-rdated or bor- 
rower-related services, tbese activities ^oald be operated oo a non-prodt barie. 
Non« of the farm-related eervicee Aould be offered where adequate services are 
avail^le to borrowers through other cstabllalKd sources. 



We fully support the Farm Credit System as an Independent, coc^eratlve system 
of borrower-owned credit Institutions, properly subject only tosnch govenunental 
supervision as is normally applied to oUier private financial Institutions, lie 
vital Importance of an adequate supply of agricultural credit to maintain an 
ample food supply and a healthy national economy makes It Imperative titat the 
cooperative Farm Credit iSystem continue to have free and direct access to the 
Nation's money markets. We generally endorse efforts to modernize and broads 
the service of the cooperative Farm Credit System to fit the needs of farmers and 
cooperatives in a rapidly changing economy. 



ZVII. The Farm Credit System 

Recognizing the contribution made by the cooperative Farm Credit System In 
financing farmers, ranchers and their cooperatives in the past and ct^iUBant 
of the magnitude of this task in the future if our food and,flber needs are to be 
met, we oppose any action which would impair its effectiveness, Including any- 
thing which would deny the System continued free and direct access to the Na- 
tion's money markets. We endorse the report and the aim of the CommlselOD on 
Agricultural Credit and support legislation whicb will permit the full Implemen- 
tation of Its recommendations to modernize and broaden the services of the folly 
farmer-owned credit system to meet the needs of farmers and their cooperatlvea 
In a rapidly changing agrlcoltoral economy. 

BBBOLTTTIOR ADOPTHI BT TEE ITATIONAL COUNCIL OF FABU&a OOOFEKATIVES, lASUAKI 

Development of Fleaihle Lending Policing in Farm Credit. — The National 
Council of Farmer Cooperatives believes that in an expanding agriculture, flnan- 
dal and credit condttlona require the maintaining of flexible lending policies t^ 
financial institutions. 

The National Council recommends that the Farm Credit System, porttcnlarly 
the banks for cooperatives, study competitive lending practices and expand where 
necessary the policies so that these banks may support cooperative growth by 
the following: (1) extending the length at loans In sui^h a manner a« to be 
competitive with commerdal lending Institutions. In so far as practical «hi- 
ditlons permit, and (2) encourage the development of flexible lending polidcd 
among the district banks to fit regional needs. 

Ba/nkg for Cooperative*' Loant for Incidental ActivUiei. — The National Coun- 
cil of Parmer Cooperatives favors extension of loans from the banks for coopera- 
tives to farmer cooperatives to finance activity Incidental to the ordinary bnsl- 
ness of the cooperative, providing the ultimate beneficiary of such activities Is 
the producer. 

CoftitaUxation and Funding of the Farm Credit Bygtem. — The National Council 
of Farmer Oooperatlves recommends that the Farm Credit System regnlarly re- 
view and change when necessary, the procedures for capitalizing the banks for 
cooperatives with the Intent of obtaining funds at tbe lowest possible eo«t to the 
borrowers, and, farther, the Farm Oreilit System explore new sources of funds 
for the SystHn, Including sale of securities throngh syndicated bids, ctHnmercial 
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paper, capttsl notea and sales to IndlTidnal InTeatora, Including ImrnMreiB from 
the Tarions banks. 

Farm Credit Loant to Farm-Related Businciiei. — The National Ooandl of 
J^nner CooperatiTeB believes the lending of funds by tbe Farm Credit System 
Bhonld bare the principal objecttve of being to the ultimate beneSt to the pro- 
ducer, but. other than direct loans to farmers, tbese benefits should flow through 
fanner cooperatives, or when desirable, a corporate entity can be utilized if it la 
beneficial to the farmer cooperative. Further, if financial ftsBlatance is needed 
from the Farm Credit System for services not eiisting, or supplied by a non- 
cooperative corporati<Hi, the farmer cooperative In that area should andertabe to 
provide these Bervlces to farmers and if no farmer cooperative exists In the ana, 
one should be created. Funds frtm the Farm Credit System should be extended 
to n<Ki-cooperative corptKntlons only when efforts to provide such needed services 
to farmers cannot reasonably be provided throng^ a farmer cooperative. 

Bankt for Cooperativet' Loans. — In recognition of the increasing dlfflcnlty In 
some areas of cooperatives meeting the relatively small tolerance of voting media 
held by non-producers la such cooperatives tor eligibility to borrow from the 
banks for cooperatives, we recommend that sncb banks be permitted to relax 
the requirements but to have not less than 6S percent of the voting media hdd 
by producers or cooperative associations. 

Farm Credit Byatem Support for Cooperative Qrovth. — The National Council 
of Farmer Cooperatives recommends that the f^rm Credit System, particularly 
the banks for cooperatives, actively sunwrt the establishment and growth of 
cooperatives, inclndlng, but not limited to, the formation, expansion, merger, 
acqulslUoa, or joint acUons of and by these farmer-owned institutions. 

Further, In order to meet the challenge of competitive sitnatlonB In agricultare 
and to maintain a sound financial condition, we ui^ that the Farm Credit 
System, particularly the banks for cooperatives, be aggressive in th^r assistance, 
and in providing leadership in the area of financial counsel to farmers and tbeir 
cooperatives, and in creating a liberal and sound financial credit base for rapid 
growth. 

r OBLEOATBB A 



The National Farmers Organization commends the Farm Credit Administra- 
tion for the acceptance of the report of the Commission on Agricultural Credit. 
We especially appreciate the Increased emphasis on loans to young farmers and 
the limitations placed on loans to non-farm corporations. 

BESOLTTTIOK AOOFTIO BT DBIfOATBS AT THE STB ANNUAL OOnVEflTIOB 
IXBBTABT 19T1 

Coofieroltve Farm Credit 

We recognize that this cooperative System is dependent on the Nation's money 
n&rkets for its supply of loan funds and Is thus largely unable to cmitrol factors 
that determine Interest rates and the supply of money. Nevertheieas, we u^e 
that the System, at all levels, strive to ease the credit squeeze and reduce the 
cnrrent high rates of Interest being charged farmers. 

The Farm Credit Banks should develop additional sources of loan funds to 
assure a plentiful supply of credit to farmers at the lowest possible rates. In 
tlUs endeavor, steps should be taken to make Farm Credit securities readily 
available to individual farmers so they might Invest savings In their own co- 
operative credit system. 

In order to improve the Farm Credit System's service to fanners, farm co- 
operatives, and rural people generally. Congress should enact legislation to ; 

1. Permit greater flexibility In Federal land bank mortgage lending to farm- 
ers and ranchers by removing the restriction which limits loans to 66 
percent of the farm's appraised value. This could be especially Important 
to young farmers struggling to acquire adequate financing for an eco- 
nomic farm unit. 

2. Enable the land banks and. In some cases, the production credit associa- 
tions, to make real estate mortgage loans on farm homes and Improve- 
ments. 

3. Adjust capitaSzatlon requirements mi the banfas for cooperatives in order 
that they might increase their ability to make credit available to co- 
operatives. 



-dhyGoot^le 



202 

4. Broaden eligibility on who can borrow from the banks for cooperatlTeB 
In order that these banks might serve a wider segment of mral coopera- 
tives than at present. 

6. Authorize the Farm Credit Banks to Issue debt instruments other than 
the traditional bonds and debentures In order to effecttvely and efflclentlr 
obtain loan funds on a dependable basis. 

BB80LUTI0N ADOPTED ST DELEOATEB TO THE ANNUAL CONVENTION OF THE KATIOMAL 



Farm Credit 

For some time, Federal monetary policy has accentnated reducing the sup- 
ply of money and raising its cost. During this period, we have experienced the 
highest Interest rate or cost of money In our hlatory. There has bees a reductl<Hi 
In costs of money on the agency market during the last few mouths of VH percent 
in the cost of money as compared with the highest point. This change to coats 
has cansed some reduction In Interest rates benefiting the producer. 

Daring the period of credit stringency, control and nncertalnty since the sum- 
mer of 1966 and before the Farm Credit System, composed of Federal land bunks 
and Federal land bank assodatlonB ; Federal intermediate credit banks and pro- 
duction credit associations ; end banks for cooperatives have given yeoman ef- 
forts and service to ever meet the growing neetls of family and other part-time 
and commercial farmers. With both the relaxatton in the tight controls on use, 
supply and cost of hired money, there has been a growing upward demand rang- 
ing from lis to 20 percent ^ loan volume with oome Increaee in ttumbns ot loans. 

While not Intended to furnish all of agricultural i>redit needn, there has oc- 
curred a substantial and Increasing shafe in vtdnme and services. At the mo- 
ment, some 20 percent of short-term operating credit, some 20 to 26 pcrc^it 
of cardial outlay and 60 percent of cooperative credit Is being advanced to tbe 
NatiiHi's farmers and their cooperatlveB through this totally fanner-user owned 
credit aystan. 

It is predicted thsit the fllA billion of tnurent loaning may exceed (20 UUlon 
by 1980. "Hie total amount of outstanding loans to agriculture 1^ the Farm (>edlt 
~ s of $14.4 billion of the total of around ^ Mllion of farm in- 



In 1969, the Federal Farm Credit Board appointed a. study commission of 27 
members, half selected fmrn various areas of the Farm Credit System and half 
from the agricultural farm organization leedershlp outside ot Farm Credit. 
Their task was to study the presort operations and structure of the Brdtem, 
the potential future, kinds of agrtcaltutie, the erolving needs of the agricultare 
to be served In the foreseeable future and to make reccnnmendatlons which 
would insure Farm Credlit's revelancy and aUlity to serve tlie changing credit 
needs of American agriculture to the maximum and In the most efficient fashion. 

It is espertally gratifying to note that National Master, John W. Scott, was 
invited to serve on the f^rm Credit Study Commission, and made a major 
contribution. Ttx icmg-atandlng record ocf Grange leadership In eetabllRhing the 
Farm Credit System and leading in its support, was recognised by this invita- 
tion to serve. 

The Oommiaalon recommended the following objective for the Farm Credit 
System, which was adopted by the Federal Farm Credit Board, at Its June mee^ 
ing in 1970, as follows : 

"Recognizing that a prosperous agriculture la essaittal to a free Nation, It 
Is the objective of the farmer-owned cooperative Faun Credit System to im- 
prove the income and well-being of American fermers and ranchers by fumishi- 
Ing adequate and constructive credit and cloerfy related serrices to tbem. their 
cooperatives and selected farm-related bnsineflses neceesary for effluent (ann 
operation." 

We commend them for adopting such a far-reaching objective, and for bring- 
ing to the attention of all, the following potential goals as a basis for attaining 
the objective. TTiese goals are : 

1. On a sound credit basis, extend to farmers credit adequate to meet thrir 
total needs ; 

2. On a sound credit basis, provide greater opportunity for cMDpetent young 
formers to obtain an adequate amount of credit ; 

8. Serve the total needs of cooperatives which hdp meet fanners' anpplj, 

marketing end processing needs ; 
4. Provide credit to selected farm-r^ated businesses providing services 

directly to termers ; 
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5. Employ credit standards permitting recoKnlUon at managemoit aUUtr 
and earnings potential to maximise aTBllabllitr of credit : 

6. Aware arallabllltr to members borrowers of eesentlal credit-rdated aerv- 
Icea; 

7. Utilize tbe most reliable sonrces of loan fnnds ; 

8. A close cooperattye working relatlonehlp of farm credit units sboold be 
encouraged to Insure the b««t qaallty credit serrlce: 

9. Maintain sensitive boards at directors, cognizant of a changing agrl- 
ddtnral economy and aware of farmer credit needs ; 

10. Farm Credit System should develop and promote the strongest possible 
farm credit organization ; 

11. Maintain external c<HnmunlcatIon with others concerned with financing 
American agriculture. 

Presently, tbe entire Farm Credit System owners and administrative people 
ere considering all ^emmts which Bhonld be included In the Onmlboe Farm 
Credit Bill to effectuate certain recommendations as well as needs arising frtMU 
the System over time. 

The cbaUmge Is paraphrased from Governor Jaenke's recent remariw to the 
annual Farm Credit Directors Conference In St. Lonis, Missouri, In October, 
1970, "One of the first requlranents Is to up-date and modernize the basic legis- 
lative authoritleB under which this (Farm Credit) System <^»eratea. Among the 
reasons for se^ng legislation — "We have specific and well -documented needs 
for changes In laws affecting all three parts of the System. More flexiblll^ is 
needed in the Land Bank laws. The farm real estate needs of the 1970b cannot 
be pn^ierly met by the statutes of 1916. The Banks for Cooperatives Acts need 
amendments — both in broadening their Qeld of service and In their financial 
structure. Changes are also necessary in the laws to assure that PCAs and Credit 
Banks can provide the complete flnanclal services required by ttaeir borrowers 
of the 1970s." . . . "We have created an awareness of the key Issues, and fn»n 
tb's we have an opportunity to forge abead witb our legislative requests." 

We nrge onr National Master and Bxecative Committee when the final legisla- 
tive Farm Credit Omnibus measures Is formulated to continue the very effective 
snpport the Orange has given the Farm Credit System from Its inception. 

: PB(»ncEB8 FEOEaATioR AT ns AnmrAL 

LAS VXOAB, HOV. aO-DEC. S, ISTO 

Farm Credit Adminitlration 

The Federation recognizee tbe important contribution made by the cooperative 
Farm Credit System in Qnandng farmers and their cooperative associations. Tbls 
eHectlve program of agricultural credit authorised by Congress has served farm- 
ers well and has helped to make It possible for the Nation to enjoy an abundance 
nt foods. Originally financed with the aid of Government capital, the farmers 
served by the Farm Credit System have now retired all of the Government 
capital. We are justly proud of the record farmers have made in this respect 

The Farm Credit System must be free to plan ahead to meet tbe credit needs 
of agriculture, including the latter volumes of credit which will be required to 
meet the increasing demands for agricultural production and marketing. There- 
fore, we will oppose any action which would Impair the effectiveneBS of the Farm 
Credit System In financing farmers and their cooperatives. 

The vital Importance of an adequate supply of agricultural credit to maintain 
an ample food supply and to maintain the health of our Nation's economy makes 
it imperative that the Farm Credit System condnue to have free and direct access 
to the Nation's money markets. 

We endorse the general aim of tbe Commission on Agricultural Credit to rec- 
ommend measures to modernize and broaden the services of the cooperative Farm 
Credit System to fit the needs of farmers and their cooperatlyes in a rapidly- 
changing agricultural economy, 

RESOLUTION ADOPTED BY THE NATTONAL SOBAL ELECTRIC COOPERATIVE A8BOCIATIOII, 
FEBRVARE IBTl 

Subject: Farm Credit Legislation of 1971 

WHEREAS, the Farm Credit System, now wholly farmer-owned and controCed, 
has done an outstanding Job In the 53 years since It was launched by the Congress 
in meeting farmers' requirements for capital and for group market strength ; and 
WHEREAS, the credit needs of agriculture and of rural America continue to 
grow and have changed significantly since the original Farm Credit System laws 
were enacted ; and 
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WHBRDA.8, the OommlMion on AKricnltDtal Credit, a panel of 27 term and 
rural leaders which incladed NBECA General Manager, Robert D. Partridge, 
conducted a ID-month study of present and fntnre credit needs of termers and 
mnil communities which resulted In recommendations for modemliliig and ex- 
panding the scope of tbe Farm Credit System's lending operatloiis to meet the 
changing needs of rural America, Including the growing need for loans for rnral 
farm and non-fann homes and home ImproTementB ; and 

WHBRHAS, these recommendations are the basts for the Form Credit legisla- 
tion to be Introduced In the 92nd Congress ; 

NOW, THEREFORE, BB IT RBSOLVED. that we commend the Commlaedon on 
Agricultural Credit for its forward-looking recommendatlcnis in this area and 
the Farm Credit Administration for translating these recommendatioiis Into a 
legislative actlnn prORram ; and 

BB IT FURTHER RESOLVBD, that w« suKwrt t^e Farm Credli leglslatioii at 
1971 and urge the Oongreos to act prranptly and favonUr upon It. 

Mr. Nelson, A survey was conducted by the Farm Joumi^ and re- 
aponaes to it were forwarded to the Federal Farm Credit Board. Over 
^WO letters were received and considered by the Board. 

Following the submissicai of the reports of the CommissifHi on 
Agricultural Credit and the Advisory Committee on Finance, the com- 
pletion of the questionnaire, and the holding of many meetings, two 
committees from within the system were formed. 

1. A l^slative steering committee composed of one director from 
each of the 12 farm credit districts. 

2. A legislative committee of farm credit bank presidents, composed 
of one president from each of the 12 farm credit districts. 

In addition, the three national advisory committees to the Fedeavl 
Farm Credit Board— representing the owners of the Federal land 
bank aaaociations, production credit associations and banks for co- 
operatives — were called in and their judgment and advice received. 

These committees, in addition to all that had already transpired, 
had the benefit of 3 years of work by people in the land bank sys- 
tem on revisions of that law which is the oldest and most complicated. 
So we were beneficiaries of this advance wori. 

To help develop the actual legislation, several attorneys from the 
district banks — some six or more — ^assisted the Qeneral Counsel of 
the Farm Credit Administration. After working through four sepa- 
rate legislative drafts, a consensus was arrived at. That consensus was 
ultimately approved by the Federal Farm Credit Board and it is es- 
sentially the legislation now being considered here. 

Moet important in this process, I believe, is the fact that this legis- 
lation had the benefit of a complete and extensive study of the credit 
problems facing agriculture, including its needs for the future. It re- 
flects the views of borrowers, local farmer-directors, association man- 
agers and officials of cooperatives. Its content has been given hearings 
throughout the agricultural oonununi^. 

The Farm Credit Act of 1971, Mr. Chairman, was virtually written 
by those whom it will most affect — ^the farmers of this Nation, pro- 
ducers of plenty. 

In oMiclusion, this legislation is in full compliance with the objecdve 
recommended by the Commission on Agricultural Credit and adopted 
by the Federal Farm Credit Board at its June 1970 meetdng in 
Spokane. 

That objective states : 
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to improve ttie Income and weU-betng of AmerfcBn Cumen and lancbaw by 
fu rnlah i n g adequate and cooatmctlTe credH and cloaely related services to tbem, 
tbelr cooperatives, and selected farm rtiated boalDesses neceeearf for effldeot 
farm operadona. 

Thank you, Mr. Chairman, and members of the committee. 

Senator McGrovERN. Thank you verj; much, Mr. Nefaon. 

I just would like to direct one question. Did jou hear Senator Bell- 
mon B testimony a few minutee ago ? 

Mr. Neijbon. Yes, I did. 

Senator McGotern. The Senator said, anuHig other things, and I 
give you just one summary paragraph here : 

^e same indlvldaals have been cootrtJHng these lending agencfed tor many 
years. Tenant farmerH and young fanners are vlrtnall; absent from the board 
m^nberahips. Domlnatfon of boards of directors by irell-beeled, aged cattJkanen 
make PCA loans leas available to smaller yonnger farmers and bank loena,. 

And then Senator Bellmen ooncludee : 



What is jour reacti(Hi to that ? 

Mr. iHmsbv. Well, I can't react for his district but I can for mine 
which compriaes five Northwest States of tliis S^atioD. 

I would say that the trend there has been in both PCA's and Federal 
land bank associations for jyounger members to come on. I am sure 
the age there would be much lower than the age cited for OklahtHna, 
I womd say that there is a much broader representation of agricultural 
types on the boards. We try to be sure that fruit men and hog raisers— 
and I happen to have been a purebred hog producer for many years 
before I went into agricultural organization work, so I have same 
acquaintance with the swine industn'. I am also a cattleman and mem- 
ber of the cattlemen's association of the Stat«. 

In our own organization we have repreeentatives of all types of 
a^culture and we stress young people. And getting back to onr 
district, there is quite an effort on the part oi our advisory «Hn- 
mittees and on the part of our associations that see that young a^- 
culture is afforded the opportunity of expression and participation 
and I am sure this legislation, regardless of what has been said about 
iL aims in this direction. It is important legislation, it has had a lot 
of tJiinking and a lot of participation and I can't help but just whole- 
heartedly support it, Mr. Chairman. 

I have had a chance to help in its development alcmg with many 
other dedicated people that are in agriculture, believe in agriculture, 
and know agriculture from top to bottom. 

Senator McGovgrn. You are basically satisfied with the bill as it is 
without amendments ? 

Mr. Nelson. Yes; I think it has the elemMits that we need for the 
present and the future and it will meet the challenges that agriculture 
IS faced with, but I would like to say this : that mcome is more im- 
portant than credit and you can't substitute credit for income. I hope 
that we see some improvonents in the days and weeks ahead in the 
assistance to agriculture in having a cheap food policv, that we have 
also some commensurate activity to see that agriculture income is 
shcn^ up and farmers have the opportunity to stay on thedr farms. 

Senator McGovxrn. Well, I ajfree with that wholeheartedly. 
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Senator Bellhon. Could I ask a question f 

Senator MoGtovern. Senator Belunon. 

Senator Bellmon. Mr. Nelson, I have before me a copy of a que^i<»- 
naire we circulated to the production credit associations in Oklahoma. 
I think we circulated this to six and from the Kiamichi PCA in the 
aooiithem part of Oklahoma which serves the Bed River, which is some 
of the im^ cropland in the State. 

Mr. Nelson, Yes, sir. 

Senator Bellmon. A lot of soybeans, a lot of cotton, a lot of pecans, 
a lot of poultry, and here are the people who make up titB board of 
directors. 

First is G. W. Clifton. He is a cowherd and stocker cattle operator, 
no crops. He owns 557 acres of land and 113 cattle. 

The second man is Mr. Henry Montgomery. He has a steer program, 
no crops. He owns 2,14fl acres and has 1,840 acres leased. He owns 6M 
cattle. 

The third man is Bemie E. Baldwin, a cowherd operator. He has no 
crops, 500 acres owned, 1,000 acres leased, runs 112 cattJe. 

The fourth man is D. J. Cobb, cowherd operator and stocker steers, 
no crops. He owns 880 acres and runs 175 cattle. 

The fifth man is Roy Colclazier, another cowherd operator. He 
raises alfalfa — I suppose for his own cattle, 808 acres and 113 cattle. 

You said you are familiar with the bill and you are satisfied with it. 
Do you consider this board of directors to be representative of agricul- 
ture in that area? You say you know the Red River Valley. 

Mr. Nelson. I said I had been through it and recognize it is good 
land. 

These PCA directors are selected by the borrowers of the system. 

Senator Bellmon. That is the very point. What about the people 
who can't borrow ? 

Mr. Nelson. Well, I don't know about them. I would assume that 
more could borrow if they were interested. 

Senator Bellmon. And if the cowmen agree to let them in? 

Mr, NeIjSON, Out our way we are handling better than 30 percent of 
the short-term credit. 

Senator Bellmon. I am saying here is a board entirely in the hands 
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of oattle raisers and I can tell yon that they will not make a crop lotm. 
The reason I know about this is that during the time I served as 
Governor of Oklahoma a banker in this area told me what was going 
on and he was handling all of the crop credit and this man now is 
dead and there is no credit available to the cotton raisers and soybean 
raisers and other types of operators in this area of Oklahoma. 

You know the legislation. Could you find for me in the legilsation 
anything that will prevent this kind of a situation in the future ? 

Mr. Nelson. Only the people w'ho own the system have a chance 
to prevent it. 

Senator Bellmon. Do yon feel the Congress has a responsibility? 

Mr. Nelson, There are people here from your district who comd 
maybe answer better than 1 can. 

Senator Bellmon, Let's not be concerned with my district. What 
I am concerned with is the system that allows this kind of thing to 
happen. 
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Mr. Nbi^on. I don't think it ia the system, Senator, that allows this 
to happen, I think it is the people in the system. 

Senator Bellmon. If we have nothinf but cow men, I am sure they 
think they are doing a good job, and why do w© allow, why do write 
legislation that lets this veiy important intended service for agricul- 
ture to get into the hands of a group that only knows about one com- 
modity and that I am sure thmks the only kind of sound loans are 
cattle loans. 

How do we prevent this kind of thing from happening? 

Mr. Nelson. I still get back to the farmers that borrow and I am 
sure that the regulations that will be put forward by farm credit 
will clearly state that the assoKiations will have the opportunity and 
should exercise it to make loans to any qualified borrower wlio ap- 
proaches and makes application for same. 

Senator Belluon. Why hasn't this been done before now ? 

Mr. Nei^on. I cant answer it in relation to our situation there — 
pardon my reference to it. We don't run into this situation out our 
way and I presume in more areas than this it is not run into too often. 

You were talking about, I think, in your summary there a few 
moments ago about the age of the people on the boards. 

Senator Bellmox. Let me give you the ages of these, 

Mr. Nelson. The average age of agriculture is 55 or better. 

Senator Bellmon. Mr. Clifton ia 57; Mr. Montgomery, 59; 'Mr. 
Cobb, 68 ; Mr. Colclazier, 63 ; and Mr. Baldwin who has been on 1 
year is 32. 

Mr, Nelson. They are starting to put the younger men on. 

Senator Bellmon. Here is another board, Ponca City, where the 
youngest man is 50 and the oldest 73 and who has been on the board 
32 years. 

Here is another board. The youngest man is 41 years old and the 
oldest 76. 

My point in raising this question with you, I am concerned aluout 
what is happening in our State but I am more concerned we dtmt 
allow this thing to happen in the new bill, and I challenge you to find 
any place in the legislation that will prevent this from happening. 

Mr, Nelson. I don't find any restriction. 

SenaJbor Bellmon. There is none there. 

Mr. Nelson. This is a free socirty yet and free operation. 

Senator Bellmon. I question that There is nodiing free about this. 
No way of a tenant farmer or a man who wants to raise c»tton to get 
any service out of this organization. 

tt shouldn't be allowed to happen. Do you agT«e with that? 

Mr. Nelson. I think it shouldn't happen. Whether we got over to the 
word "allow" or not, that is something else. 

Senator Bellmon, Let me ask one question. On pa^ i of your ^»te- 
ment, the last sentence, you gay that it reflects the views of oorrowers, 
local farm directors, association managers and officials of cooperajtives. 

My question to you is this looks to me like a kind of case of incest. 
You have gone back to the borrowers and to local farmer directors and 
nuuiagers and ofBcials but you haven't really given agriculture geo- 
erally a chance to have a voice in drawing up this legislation. 

Mr. Nelson, If you will read the parts of the rest of my teetimtHiy 
you will find that they did, including the surveys that the Fann 
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Journal sent out dear over tlhe country and everybody tliat wanted 
had an opportunity to reply to this. 

Senator Bbllmon. Whf* was dorie with the replieet 

Mr. Nbuon. They were summarized and received by the Board. 

Senator Bbllmon. Do you have a copy of that summary f I would 
like very much to have it. 

Mr. NEa-soN. I don't have it with me but I am aure we can fumi* 
it to you. 

Senator Belluon. That might be very helpful. 

Mr. Nelson. Any other questions? 

Senator McGovbrn. Senator Dole. 

Senator Doui. Na 

Senator McGovern. Thank you very much for your testimony. 

Our next witness is the Governor of the Farm Credit Admimstra- 
tion, Mr. Jaenke. 

Senator Dole, Mr. Chairman, I do have a Statement I would like 
to have made a part of the record following Ohe statement of the 
chairman and the Senator from Oklahoma, 

Senator McGtovehn, Without objection that will be made part of 
the record. 

(For statement, see page 185.) 

STATEHENT OF E. A. JAENEE, OOVERNOB, FASH CKEDIT 
ADHimSTBATIOK 

Mr. Jaenke. Mr. Chairman and members of the subcommittee, 
food is life. Therefore, its production, distribution, quality and cost 
are uppermost in the priorities of every nation. We in this country, 
blessed with the ma=!t efficient agriculture in the history of mankind, 
sometimes overlook this — or take it for chanted. The fact is that 
the American people are the best fed at the lowest real cost of any 
citizenry since the be^nning of time. 

One of the main reasons for this national blessing is the subject 
of these hearings — ^the availability of credit to the farmers and 
ranchers who produce our food and fiber, and to those who work 
with the basic producer in sunply and marketing cooTieratives. With- 
out credit, few farmers are able to utilize the most efficient means of 
production necessary to our agricultural economy. And, without this 
credit, consumers would not have the food bargains that they enjoy. 

Unfortunately, farmers' rewards have not beeii commensurate witii 
their contributions of land, labor, efficiency and productivity. Prea- 
dent Nixon summed it up this way recently ; 

In terms of sharing in this Increased produrtlTity, those who prodnce frma 
America's larma have not had the rewards from Increasing prodnctiTlty that 
their colleagnes who work In American Industry have bad for tlieir Increases 
In prodactlvltf . 

We in the farm credit svstem also recognize this as the No. 1 prob- 
lem. We recognize, too, that credit is no substitute for adequate in- 
come — it is a means to an end, not an end in itself. The objeotive of the 
farm credit svstem, as recommended bv the Commission on A^- 
cultural Credit and enunciated by the Federal Farm Credit Board, 
points up the basic philosophy and thrust of the farmer-owned, co- 
operative-owned banking institution : 
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* * * to Improve tbe Income and wtil-belng of American farmeTB and nmcbera 
by fnmisbiiig adequate and constmctive credit and closelr related Berrlcee to 
them, tbeir cooperatives, and selected farm related businesees neceBsar; for 
efSdent farm operations. 

By almost any standard, the land banks, the production credit 
asscKiations and the banks for cooperatives have, over the years, done 
a remarkable job in helping meet the basic credit needs in agriculture. 

But, as in any area of activity, it is not where you have been but 
where you are going that counts. The farmer-rancher-cooperative 
borrowers and owners numberine nearly 1 million are concerned 
that their own banking system will be able to meet the credit needs of 
the 1970's. These owners and their elected representatives at the local 
association and at the district level, as weE as the presidentially ap- 
pointed, Senate confirmed. Federal Farm Credit Board recognizes 
changing conditions — rapidly changing conditions — in agriculture. 
They know from their day-to-day farm business operations of tiie 
equally rapidly chan^ng credit requirements in agriculture. 

It was this concern that caused the creation of the Commission on 
Agricultural Credit and special studies vrithin the farm credit 
system. 

The recommendations of the Commission have been submitted to 
the owners of this farm «redit svstem, a vast majority of whom have 
voiced their concurrence. Additionally, these recommendations, as 
embodied in S. 1483, have received the general support of leaders of 
all farm organizations and. of course, are stronely supported by the 
Federal Farm Credit Board, the top policy-making body for the sys- 
tem, for submission to Congress. 

If I might at this point insert a paragraph into my remarks and 
make it available to the members of th" commit-tee. 

We have been informed by the Office of Management and Budget 
that the administration fully supports the principal objectives towwd 
which this bill is directed — the provision of adw^uate credit in rural 
America and the modernization and updating of the farm credit law. 
However, the administration has reservations about the possible im- 
balances in the competitive relationships between private lenders 
and the farm credit system whioh would result from the farm credit 
system entering into new fields of lending and services while main- 
taining current tax exemptions. Therefore, if the authorities are 
provided to the farm credit system to enter these new areas, serious 
consideration by the appropriate committees should be given to ad- 
justing its tax status. 

Let us examine the factual basis for the concern of the farm credit 
system for the future availability of credit for farmers. 

In 1960, the fanners' debts were $24.8 billion. By 1970, they had 
more than doubled to a total of $58,1 billion. Preliminary estimates 
for January 1, 1971, placed farm debt at $60.4 billion. There is wide- 
spread agreement among financial experts that this trend will con- 
tinue and that farm debt will again have doubled by 1980, 

Although this trend of farm defct doubling each 10 years sounds 
alarming, the value of farm assets also has risen although at a slower 
rate. Consequently, debt as a percent of assets rose from 12 percent in 
1960 to 19 percent in 1970. and may approach 30 percent by 1980. 
These levels are considerably below those for most other industries 
but they do reflect the rising importance of credit in the operations 
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of current agriculture. And, as long as returns to capital exceed its 
costs, farmers will continue to demand credit. 

Separate studies have reached nearly unanimous conclusions that 
aggregate farm debt will be in the range of from $100 to $140 billion 
by 1980. Emanuel Melichar and Raymond J. Doll of the Feder^ 
Reserve System estimated that annual capital flows into agriculture 
by 1980 would increase from $5 to $10 billion over levels in tiie 1960'b. 
Even more important, they estimated that most of the increase will 
come from delbt financing rather than from farm income. 

In a paper given at the American Institute of Cooperation in 1968, 
Dr. John Brake of Michigan State University projected nonreal es- 
tate debt of $44 billion outstanding farm deibt was revised by him to 
a range of from $120 to $140 billion by 1980 in a speech to the Com- 
mission on Agricultural Credit in October 1969. 

Earl O. Heady and Leo V. Mayer of Iowa State University in a 
technical study for the 1967 National Advisory Commission on Food 
and Fiber estimated agricultural capital requirements by 1980. On 
the basis of their estimates, average outstanding debt of $137 billion 
could 'be required by 1975-79 to support farm capital needs. 

There are others who have made similar studies and reached similar 
conclusions, hut probably the late Hugh D. Galusha, Jr., of the Min- 
neapolis Federal Reserve Bank, summed it up best when he said in a 
speech: 

The current interest in flnandng agrlcoltnre st^na from the fact that past 
patterns are clearly inadequate in the face of the known demands for farm 
financing. New approaches to farm finance are going to be necessary if the flow 
of funds to agriculture are to be sufficient to finance modem fi 



The Commission on Agricultural Credit concurred' in these views, 
as do members of the farm credit system, and it was this concern that 
led to the recommendations embodied in S. 1483. 

Mr. Chairman, total credit needs in billions of dollars, while im- 
portant, only tell part of the story. The other part is the kind of 
specific and specialized credit and financial needs that individual 
farmers and ranchers are now facing and will face with greater in- 
tensity in the years ahead. The degree to which these specialized 
requirements are met will in large part decide the type and structure 
of agriculture by the end of this decade. If, as this committee and the 
Congress have repeatedly said, our national goal is to promote and 
foster farmer ownership and control — ^the commercial family farm 
approach — in agriculture, then we must, among other things, insure 
adequate credit and related services to these small business units. 

We all recognize that the pattern of the commercial family farm is 
changing. And, therefore, the requirements in the credit area. In many 
of our prime agricultural areas 160 acres of land would cost frc»n 
$50,000 to $150,000. This extra 160 acres is in many cases the amount 
of additional resource many farmers need to keep their operation eflS- 
cient and to be able to have a satisfactory return for family living. With 
the economic conditions that have existed in agriculture for some two 
decades, it is extremely difficult, if not impossible, for many fanners 
to come up with the capital necessary to acquire that needed additicmal 
acreage. It is only with constructive credit that many formers can 
reach the commercia>l scale of operation necessary to return a dec«Dt 
family living. 
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At the time when many fanners need additional credit to purchase 
farm real estate, their Federal land bank associations are unable to 
meet their needs because a statutory provision in the land bank law 
prohibits making loans greater than 65 percent of the normal value 
of agricultural land. In effect, it restricts the Federal land banks to 
financing on an average of 53 percent of the purchase price of farms 
financed last year. This is clearly an insurmountable hurdle for a 
young man in agriculture, and is a most difficult one for even the 
middle-aged, fully-established, relativdy prosperous farmers. 

S. 1483 would remove that restriction. It would permit the land 
banks to advance more than 65 percent of a farm's worth in credit 
worthy circumstances. A typical example would be a young farmer 
with demonstrated ability and adequate repayment capacity. 

The land banks will not abuse this authority by making unsound 
loans, and the owners of the system — their farmer neighbors who sit 
on loan boards, who serve at the district board level^ — would never 
permit this. The concept of normal value would be retained. The ap- 
praisal standard approach will be continued as in the past. The land 
banks have been in existence for more than 50 years. They feel, as I do, 
that their past record of success justifies their ability to exercise this 
authority in a sound businesslike way. 

Let me cite another example of credit needs that must be met if we 
are to promote and preserve an independent, farmer-businessman sys- 
tem of agriculture. It is clear to all that modem-day farmers must 
utilize every available tool to maintain top efficiency. Each day, the 
farm equipment manufacturers are bringing forth new, more elaborate, 
more specialized and, unfortunately, more expenmve equipment to help 
the modem farmer-rancher to do his job at lower cost. All too fre- 
quently we find that a good commercial, average-size farmer is placed 
in the position of utilizing too much of his scarce capital resources to 
have the service of this new $24,000 combine, this $40,000 picker, or 
this $80,000 harvester. If we want to keep this type of farmer in a 
viable position, some way must be found for him to use this specialized 
and very expensive equipment for the 3 or 4 days, or week, without 
tying up many thousand dollars of capital to own that piece of 
equipment. 

One solution, as recommended by the Commission on Agricultural 
Credit, is through the use of custom services. Unfortunately, we find 
that in many small towns and cities throughout the country, adequate 
financing is not available to the businessman or farmer who is will- 
ing to purchase such equipment or offer custom services to the farm- 
ers in his area or in that particular production area. 

Here again, S. 1483 attempts to meet the problem. It includes the 
authority for the production credit associations, and in some instances 
the Federal knd bank associations, to finance farm-related businesses. 
This financing should be limited to those who are providing services 
to the farmer or rancher, on the farm or ranch, which he traditionally 
has done himself but which, in the light of modem-day technology 
and conditions in agriculture, can be done more efficiently or effec- 
tively byacustom service or other business service. 

A specific example of this need developing before our eyes is in 
the area of agricultural chemicals. Under certain provisions of the 
pesticide legislation being considered by this committee and the com- 
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panion House Committee, there is s requirement that only a licensed 
operator may apply certain chemicals. If agriculture is to operate 
effectively under this law, credit must be available for these licensed 
operators. More traditional examples, of course, are custom combines 
in the Plains area, com harvesting equipment in the Midwest, and 
special fruit and vegetable harvesting equipment in many areas of 
the country. 

Another example. If the farmer-operator-businessman is to com- 
pete effectively in our modern industrial society, he must have avail- 
able to him the financial tools that are available to his counterparts 
in the industrial, manufacturing, supply, and other parts of our 
economy. A typical farmer today with his investment of $200,000 
or $300,000, ana with sales in that same range must maintain the beet 
possible records. He must be able to analyze his entire operation and 
each of its component parts. He must utilize financial planning, both 
as to his current operations and those involved in the transfer of his 
assets to the next generation. 

As the business of agriculture becomes more complex and sophi^i- 
c&t«d so must his organizations advance in the services they provide 
for him. 

Provisions in S. 1483 authorize both the land bank associations 
and the production credit associations to provide financially related 
services to their members. 

These are but a few examples of the practical, current credit needs 
facing farmers and ranchers. The Deputy Governors will discuss in 
greater detail how S. 1483 attempts to deal with these and other 
related problem areas. 

For tne first time, the bill would authorize the Federal land banks 
and associations and the production credit associations to finance 
construction of nonfarm rural homes and improvements on such 
homes. Presently, the only housing authority vested in the system is 
for farm housing. 

I have referred to the type of housing contemplated under this 
provisiCTi as "country lane housing. The system's intentions undwr 
this bill are modest. We do not intend to finance any homes in any 
incorporated communities, nor do we seek to finance subdivision de- 
velopment in rural areas. Rather, we seek to fill an obvious credit 
gap for middle income, single-family housing in rural America. 

Presently, there are statutes in existing law to provide financing 
for low-income rural residents, primarily through the Farmers Home 
Administration. However, many middle income residents are unable 
to find commercial lenders who will provide long-term credit for 
housingoutside of incorporated areas. 

The Farm Credit System studied long and hard before it decided 
to recommend that, for the first time, it finance nonfarmers. There 
still exists within the system some opposition to this proposal. 

However, the majority of the owners of the syst«n believe tiat 
they have a commitment not only to their present members, but to 
their oommimities as well. Filling a credit gap for middle income 
housing is one way in which they can be of service to improve the 
area in which they live and work — rural America. 

Earlier in my testimony, I spoke of the major problem of inade- 
quate returns in agriculture. Many believe a great opportunity for 
improving this situation lies with farmers' own marketing and sup- 
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ply busineaa— 4ii6ir cooperatives. S. 1483 containfl a number of pro- 
visions designed to improve the ability of borrower-owned banks for 
cooperatives to meet Uke credit needs of farmer cooperatives in the 
ISTO's. 

One of these would raise the maximum authorized net worth ratio 
to debt of the banks for cooperatives from the present 8-1 to 20-1. 
LxMking to the future, this would increase the banks' capacity to mate 
credit available to cooperatives. It also would make tlw ratio ceiling 
consistent with oth«: credit institutions. 

Another provision of S. 1483 is designed to maintain the ability of 
the banks for cooperatives to serve their members, particularly supply 
cooperatives. These banks operate under a law that says the voting 
media must be h^d by farmers before a cooperative is ^^ble to hm- 
row. Historically, under a judicial ruling, financing has been re- 
stricted to cooperatives in which 90 percent of the voting media is 
heM by fanners. The bill calls for a clarification of law by establish- 
ing in the law a set figure — 96% percent — the same requiremait uti- 
li^ by Congress in marketing orders, agreements, commodity pro- 
gram provisions, and so forth. This new minimum would be the 
permissible level of voting media control to be held by farmers for a 
cooperative to maintain borrowing eligibility. The issue of preserving 
eligibility for farm supply cooperative is critical as many face prob- 
lems of chosing between strategies of growth, patron service, and a 
restriction in membership in a changing rural environment. 

I would also like to comment on a most significant section of 
S. 1483 — the section which would authorize changes in the way the 
farm credit banks obtain the funds they lend to fanners. This is of ex- 
treme importance, for the lending operations of the system, no matter 
how good, cannot function unless adequate funds can be attracted from 
the Nation's private investors. 

The farm credit banks have compiled an unblemished record in 
this regard. They have never failed to make on-time principal and in- 
terest payments to the purchasers of their bonds and debentures. Farm 
credit securities are considered by Wall Street investors among the 
best available. 

But, again, we must look to the future. There was a time — and not 
too long ago— when farm credit securities accounted for the bulk of 
the securities sold on the agency market. Now, that market has grown 
crowded with all the new agencies, primarily urban-oriented agencies, 
along with total financial requirements of the Federal Government, 
corporations, and State and local municipalities. It will become more 
crowded as agencies such as the Post Office tap this source of capital. 

Presently, each of the three units of the Farm Credit System is- 
sues its own security. I^ast year they entered the market 20 times, and 
the year before 29 times. That's too often and it tends to create a 
clutter in the market. 

Recently, the Federal intermediate credit banks and the banks for 
cooperatives have concurrently priced and offered their individual 
securities on the market at the same time, thereby simplyfying proce- 
dures. This experiment met with reasonable success. 

Numerous financial authorities have advised that it would be ad- 
vantageous for the farm credit banks to issue a unified market in- 
strument of several maturities, rather than the present consolidated 
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bank group aecurities. No final judmuent has been made by the system 
as to the advisability of a unifi^ security. However, present law 
prohibits auch an action, while S. 1483 would authorize issuance of a 
unified farm credit security should the banks deems it advisable. 

As you can see, the miderlying purposes of S. 1483 are to modernize, 
correlate, and remove archaic restrictions in the authority of the co- 
operative farm credit system to assure an adequate flow of funds into 
rural areas. 

But, obviously, the implications of these recommendaitions go far 
deeper and the consequences of inaction are far graver. Demands for 
constructive use of credit in agriculture in the immediate future aie 
enormous. Unless met, chaotic conditions including drastic changes in 
the form and structure of agriculture and, therefore, rural America, 
will exist. As a result, our 200 million-plus consumers will be affected, 
mainly through higher coSt of food. 

The million owners of our farm credit system recognize this and be- 
lieve solutions to some of their problems lie in S. 1488. 

Although predictions of future credit demands for agriculture may 
be oft-repeated, they are not overstated. We remain convinced it wiU 
take the best efforts of all lenders to meet them. That's why we are 
troubled to hear some lenders complain and fret over possible areas of 
competition. It is our view the situation calls for cooperation, as well 
as competition. In this spirit the farm credit system has instituted a 
pilot plan and is requesting full l^slative authority in S. 1483 where- 
by local, country banks may participate with production credit asso- 
ciations in the making of a loan, an arrangement which, in our view, 
will have a beneficial effect on meeting the total credit needs of farmers 
and ranchers. 

The cooperative farm credit 83'8tem is a productof the imagination, 
courage, and vision of the Congress, Today, it stands before ti^e world 
as an unprecedented success story in self-help. The i^fstem exemplifies 
a unique partnership made up of a government and a segment of rts 
people (ftirmers), in which the Grovemment provided the ori^^nal 
seed capital, but permitted itself to be bought out. This m^nnent of 
compleite farmer-ownership was reached over 2 years ago. Surely, when 
a prrnier of Gfovemment- fostered self-help is written, the example of 
the cooperative farm credit system will occupy a prominent position. 

Thus, our appearance here today is something of a progress r^mrt. 
More than that, it is to seek your counsel and support in charting the 
course of the farm credit system for the future. ModemizatJon and 
streamlining of services are needed and we are here to present recom- 
mendations m this regard. 

May I also take this opportunity to restate and rededicate ouiBelvee 
to the principles of decentralization subscribed to by the founders of 
this system and so well set forth in the Farm Credit Act of 1953. Bodi 
the Federal Farm Credit Board and the Farm Credit Administration 
have adhered to the principle of decentralization in policy actions and 
they fully intend to continue to do so. The proposed legislation opens 
new areas for increased borrower participation in management and 
control. The right of representatives of the farmer-owners of the sys- 
tem to meet together freely, formally or informally, to discuss matters 
of mutual interest is only one indication of this policy. We have al- 
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ways considered this to be implicit in the law and it is preserred in the 
new legislation. 

As a matter of fact, the prime reason that the Farm Credit Admin- 
istration, the aupervisory agency, is here today is that in the public 
interest the law so requires it. Tliis bill is the creation of the farmer- 
users of the system, a fact that will become obvions as you listen to 
supporting witnesses. 

Moreover, we recognize the heavy responsibility of an agricultural 
lender as a gatekeeper of opportunity for those who will enter in or 
remain in farming. Realizing that, unfortunately, an opportunity 
does not exist for all those who would choose farming as a profession, 
we pledge to make every effort in the system to keep the access road 
open. Insofar as possible, we will strive to minimize the extent to 
which credit decisions are based on economic station and to assure 
that race, religion, and origin will not enter into the decision. 

Our farmers are probably our last authentic entrepreneure. The 
self-help credit system that Congress created for them in 1917 has 
been entirely compatible with their individuality, independence, and 
industry. They are proud of its success and they believe that the 
Congress will want their farm credit system to remain strong and 
able to better perform a vital service to American agriculture m the 
years to oome. The Farm Credit Act of 1971 will do just that. 

Mr Chairman, we Ran continue if you would like or stop for lunch. 

Senator McGovern. Mr. Jaenke, I notice you are testifying as a 
panel and that these statements are rather extensive. I think prob- 
ably we should break now, if you people can come back at 2 o'clock, 
when the committee will resume. I think we ought to get this testi- 
mony out in front of us as a panel and then we will direct questions 
to the entire panel, if that is agreeable. 

Mr. Jaenke. That would suit us fine, sir. 

Senator McGovern. All right, the committee will resume then at 
2 o'clock. 

(Whereupon, at 12 o'clock Noon, the hearing was recessed until 
2 o'clock p.m, the same day.) 

Afternoon Session 

(Senator Bellmon presiding.) 

Senator Bellmon, Two p.m, has arrived and Senator McGovern 
is otherwise committeed this afternoon. He has asked me to preside in 
his absence. 

We heard this morning from Governor Jaenke. Governor, do you 
wish to present other members of your panel ? 

Mr. Jaenke. Yes, if I might, Mr. Cneairman. Consistent with what 
we discussed before we broke up at lunch time, I would like to ask our 
staff to explain and go through the bill title by title. The first title 
has to do with the Federal Land Bank and Federal Land Bank Asso- 
ciations and I would ask the deputy governor, Fred Gilmore to sum- 
marize for the committee and for the record the provisions in this bill. 

Senator Bellmon. Governor, let me suggest just one thing. I am sure 
you have seen the list of witnesses and many of these individuals have 
come from out of the city, so I suggest to you that you do summarize 
and file your full statement for the record. 

Mr, Jaenke. Each of these gentlemen are prepared to do that. 
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Mr. GiLHORE. Mr. Chairman, then I will fils this statement for the 
record and summarize it. 

I am Fred W. Gilmora, deputy governor of the Farm Credit Ad- 
ministration and Director of Land Bank Service. Land Bank Service 
is responsible for the supervision of the Federal Land Bank System. 

The basic legislation governing the Federal land banks was written 
in 1916. There nave been amendments made on 13 occasions since that 
time which in varying degree have had the effect of modernizing t^ 
law. 

The need is bot^ to modernize and preserve the proviaitwB in exist- 
ing law that continue to have general application^ and to expand op- 
erational authorities to properly serve the credit needs of modem 
rural America. 

Much of the regulatory language in present law has been removed 
and will be contained in Farm Credit Administration regnl^ions. 

This title also provides new or expanded authorities from present 
law. In large measure, these are an outgrowth of the recommendations 
of the Commission on Agricultural Credit. 

Section 1.4 establishes the Federal land banks as corporations and 
outlines their ^;eneral corporate powers subject to the supervision of 
the Fann Credit Administration. 

The requirement for Farm Credit Admiaietration prior approval of loans over 
{100,000 1b removed. Ttala restriction has Wen replaced by a provUItm tbat an- 
tborUea the Farm Credit Administration to determine the "trpes, daaBM or 
Dumber of loans which may tte made only with Its prior approval." Thla new 
provlsioD will permit a more realistic and equitable system of Farm Credit 
Administration review of this phase of the Syst^n's lending. 

Section 1.6 provides the basic authority for the land hunka to make 
loans. It preserves the concept that the land banks are long-term real 
estate lenders and, coupled with section 1.9 which outlines the require- 
mente for loan security, provides the basic framework for the land 
banks' scope of operations. 

Section 1.7 authorizes the banks to set interest rates and make loan 
charges. 

This section also provides specific authoritv for variable rates of 
interest, that is, an interest rate that may be lowered or raised fnun 
time to time under appropriate circumstences. 

The cost of money is the greatest single factor in determining interest 
rates. Fluctuating bond costs, coupiSl with fixed interest long-term 
loans, often result in inequities of rates bein^ charged to borrowers. 
The use of variable rates corrects this situation by equating the car- 
rent cost of funds to the bank with the rate a borrower is charged. 

Section 1.9 generally outlines the requirements for security tbat 
may be acceptable collateral for a Federal land bank loan and states 
that credit factors other than the ratio between the amount of loan 
and the security value shall be given due consideration. 

Present law restricts Federal land bank lending to first mortgages 
on farm land. This provision would broaden eligible loan secanty 
to include other rural real estate such as rural homes and farm related 
business property. 
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PropertT which is doeely alined with real estate may be indnded 
in the value of the security upon which the loan is based. Sach 
property may be considered real in Bome States and personal in others. 
Examples are irrigation systems and equipment securely attached to 
farm structures such as pipeline milkers. 

Additional collateral, such as reputable bonds and cash value of 
life insurance, can be considered to the extent necessary to asaure 
a sound loan. 

Present law also restricts Federal land bank loans to 65 percent of 
the appraised normal value of the property. That restriction is re- 
moved in this bill. The deletion of such a fixed statutory loan-to- 
collateral ratio is designed to give maximum consideration to sound 
credit factors other than collateral, thereby extending credit where 
credit is justified. 

Some of the more significant of these factors are the applicant's 

(1) earning potential and repayment capacity, (2) financial stability 
and net worth, (3) progress, (4) age and funily size, (5) living costs, 
(6) character and reputation for debt repayment. 

This change in the law will allow the System to better provide 
assii^nce to a young farmer through recognition of his managerial 
ability and lone range eamiiue potential. 

However, in the absence of fixed statutory limits, it will be imper- 
ative that the Farm Credit Administration retain unquestioned 
authority to prescribe security and credit requirements. This is neces- 
sary to assure (1) uniformity of credit service to farmers in all areas, 

(2) uniformity of risk among Federal land banks since they are iointlT 
liable on bonds issued, and (3) that investors in the bonos and 
public interests are protected. 

In this connection, regulations will provide: 

1. That the Federal land banks remain primarily first mortgage 
real estate lenders. 

2. Collateral other than real estate will be acceptable only as 
an addition to and to bolster the real estate secuiity position. 

3. The maximum amount of loan that could be made wiU be 
limited to the appraised value of the real estate interest, irre- 
spective of the amount of additional collateral taken. In all cases, 
loans will be well mar^ned by the collateral taken. 

4. Appraisal and credit standards will be maintained as guides 
for making Federal and land bank loans. 

Section 1.10 restates the present purpose of credit service to fanners 
and ranchers and expands eligible purposes to include nmfann lofuis in 
the rural community. These new loan purposes are for the needs of (1) 
rural residents and (2) persona furnishing farm-related services. In 
both instances, the loan purpose is limited to long-term credit needs 
and the loan is to be secured by real estate. 

Many retired farmers and young men interested in farming have 
and are building and buying homes on small acreages in rural areas. 
Likewise, non-farm people who were "brought up on farms," persons 
who provide services to farmers and others who have a strong interest 
in agriculture generally, desire to live and rear their families "in the 
country." These rural residents have become an int^ral part of many 
rural farming communities. Their presence has complemented the 
conunonity and it has been through a joint effort of both them and 
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the fanners that the communltj continues to be a dearable [dace to 
live and rear a ^mily. However, many of these people may be unable 
to reside in rural areas or to have acceptable housmg beotuse of in- 
sufficient financing available. 

Federal land bank loans on rural homes as provided in this Bill 
would be, in effect, en extension of the presently authorized policy 
to make part-time farm loans. Such credit would continue to be con- 
fined to tne rural sector of America and would contribute to the hous- 
ing needs of agriculturally-oriented areas. 

The Land Bank System possesses the organization, manpower, ex- 

Girience and expertise in agricultural credit which makes it ^ngu- 
rly adapted to provide sound nonsubsidized housing loans to rural 
reddents. 

The Commission on Agricultural Credit recommended that the 
System provide credit to persons furnishing farm-related services 
which a fanner might otherwise do for himself, provided such loans 
made by the Federal land banks are primarily secured by real estate. 

Examples of these businesses are : Storage facilities such as potato 
warehouses, fruit cold storage buildings; initial processing facilities 
such as crop dryers, fruit juicers, packing sheds ; caretaker equipment, 
shc^ and storage buildings. These services relate directly to the farm- 
ing operations. Through the farm-related business, such services may 
be accomplished with professional efficiency and without large outlays 
of capital by the individual farmers. 

Section 1.11 contains authorizations recommended by the Conunis- 
sion on Agricultural Credit for the System to provide technical assist- 
ance and financially related services to land bank cli^itele on an 
optional basis. These would be offered in areas where services are not 
readily or conveniently available from others at reasonable terms, 
conditions and costs. 

These would include electronic recordkeeping, farm management 
or consulting services, appraisal services and a retirement plkn with- 
in provisions of the Keogh Act. Additionally, educational and other 
programs will be considered to assist farmers with the critical prob- 
lem of the transfer of farm assets from one generation to another. The 
intent is not to duplicate the efforts of other established businesses 
presMitly providing such assistance or services. 

Section 1.15 outlines the general corporate powers of the Federal 
land bank associations. 

Section 1.15 (11) and (12) allows an association to assume dele- 
gated authority from the Federal land bank in loan approval and 
other areas. In turn, the association board of directors may delegate 
certain authorities to committees or employees. The delegation of loan 
approval to associations will put the decisionmaking process in the 
hands of those with the most intimate knowledge of the applicant and 
his financial situation. It will streamline the loan making process, re- 
sulting in better and faster service to the borrower with a reduction of 
loan processing costs. 

Section 1.16 provides for issuance of non-voting stock and participa- 
tion certificates in addition to the presently authorized voting stock. 

The Cranmission on Agricultural Credit emphasized that boards of 
directors should be made up of modem farmers who are active users 
of the system's credit services. The issuance of non- voting stock or -pmt- 
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ticipation certificates to membera other than farmeis helps to meet 
this objective. 

Mr. Chairman, that concludes my summary. I ask that my complete 
statement be incorporated in the hearing record. 

{The prepared statement of Mr. Gilmore is as follows:) 

Gentlemen. I am Fred W. Gilmore, Deputy Governor of the Farm Credit 
Admlnietratton and Director of Land Bank Service. lAnd Bank Service Is re- 
sponsible for the supervision of the Federal I«nd Bank System. 

The basic legtslatlon governing the Federal land banks vvaa written in 1M6. 
There have been amendmeotfl made on 13 occasions since that time which in 
rarying degree have had the effect of modernizing the law. There is, however, 
a presslDg; need for the changes embodied In the pending Bill, S. 1483. introdaced 
by Senator Talmadge and similar Bills Introduced by other members of the 
Conf^resa. The need is botb to modernize and {reserve the provisions in exist- 
ing law that OHitinue to have general application, and to expand operational 
authoritiea to properly serve the credit needs of modern rural America. 

Title I of the Bill contains moM of the provisions relating to the Federal land 
banks and Federal land bank associations. Much of the regulatory language 
in present law has been removed and will be contained in E^rm Credit Admin- 
istration regulations. By setting out the baeic framework in law and providing 
for the operational guldeliaes in rules and r^ulatlons, timely changes can be 
made as vrarranted. 

This Tit'e also provides new or expanded authorities from present law. In 
large measure^ ttieae are an outgrowth of the recMnmendations of the Oom- 
mlsston on Agricultural Credit They are a recognition of the changing needs 
for credit and service to modern farmers and ranches^ and mral America gen- 
erally, niey are also a recoffnition that the Federal land banks have "come oC 
age", so to speak, in their ability to serve these needa 

With your kind permiSBion. I will review the policy and t^jectfves ot the BUI 
and st^eclfic provisions of Title I relating to the Federal land banks and Federal 
land biank aseoclationfi. 

Section 1.1 restates the iMltcy of Concrress as provided in present leglalatlou 
and. additionally. Includes the philosophy of the Oranmission on Agricultural 
Credit with respect to the System's role in Bnancing rural America. 

The objectives have been expended to inclode fnmlsbing credit for mral 
housing and for selected farm-related bosinesses. Botb of these will be reviewed 
further as we discuss tlte Bill. 

Section 1.2 identifies tbe units of the Farm Credit System as well as the 
Farm Credit Administration as tbe governmental unit which charters and super- 
vises them. It further allows for the addition of other Institutions to the System 
if the need «ri«es. For esamrJe. the Presidential Task Force on Rural Devdop- 
ment recommended that a Rural Develiqiment Bank be set up as a part of the 
Farm Credit System, 

Section 1.3 maintains the continuity of the Federal land banks and Federal 
land bnnk a8»ociatlonB and, afldltiomilly, permits the merjter of twn or more 
Federal land hanks. It also allows the banks to chanee their decimation, if 
desired, to a geographical description other than the name of tbe city in which 
each Is located. 

Section l.i establishes the Federa' land banks as corroraHons and ont'ines 
their genera' corporate powers subject to the supervlsfon of the Farm Credit 
Administration, Tbesc powers are similar to those in present law with the fol- 
lowing eTceptf ons : 

1. Section 1.4(51 allows more latitude in handlinK property acaulred ttaroogh 
fo»>closnre. Present 'aw restricts the ho'dlne period of such property to B years 
excent with the approval of the Farm Credit Administration. This Bl'l >vonld 
eliminate the 5-year limitation. Farm Credit Administration regu'atlons would 
require disposal of such property at the ear'iest possible date consistent with 
sound business principles and the pub'ic interest. 

2. Section 1.4 f 6) sneclflca'iy authorizes the banks to make continuing or "open- 
end" rommltments. This wi'l be discussed In Sec. 1.6. Further, the reonlrement 
for Farm Credit Administration prior approval of loans over ?inn,000 is re- 
moved. This restriction has been replaced by a provision that authorizes the 
Farm Credit Administration to determine the "types, c'asses or number of loans 
which mav he made only with its prior approval.'' (6.18(6)) There is consider- 
able variation among tbe districts in the number and type of these loans. ITiis' 
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new proviBloii will permit a more reallitlc and eqnltaUe arBtem ot Vkaa OiedU 
Administration review of tU> phase ol the System's lending. Sec. 1.4(6) also 
proTldes new authority for tbe banks to offer technical assistance and flnan d a l 
related eerrlcee If conditloiis In an area warrant. Snch seirlces, and the condi- 
tions under which they would be authorized, will be explained In Sec. l.ll. 

3. Sec. 1.4(10) authorizes the banks to iBsue credit InstmmentA other than 
notes and bonds. While it is anticipated that the great bulk of lending fnnds 
will come, as is now the case, from the issuance of bonds, this anthoriQr wonld 
provide the means to tap other sources of loan funds If the need abonld ariae. 

4. Sec. 1.4(12) anthorlEeB the banks to participate In loans nith other land 
banks. This aothorlxatlon la expected to receive only limited nse. It is designed 
to allow the banks to participate with each other on loans of large Bise, located 
across district lines, or where there is a concentration of spedaliaed risks in a 
particular area. 

5. Sec. 1.4(18) gives the banks the authority to approve the salary scale of 
association officers and employees and the compensation and appointment of 
the managers. This Is an authority currently held by the banks in their servicing 
agreements with the Bssoclatlons. It does not restrict the association from hiring 
its own employees bnt it does restrict the hiring of a manager who is tmaccept- 
able to the bank. Since under this Bill more anthority, such as loan approval, 
may be delegated to the associations, careful control Is ImperatlTe. 

6. Sec. 1.4(15) allows the banks greater freedom In the management of their 
iDTestments. Present Federal land bank Investments are limited to direct OT 
fully guaranteed U.S. Oovemment obligationR. This Bill also would allow the 
banks to invest In government agency Issues which are backed by the full faith 
and credit of such agency. It also woald allow other luvestments on a cas&4y- 
case basis as approved by the Farm Credit Administration. The pr^ient liquidity 
requirement, commonly called the quick asset requirement, would be removed 
and replaced by Farm Credit Administration regulations to conform to the 
otherTltlesofthlsBUl. 

T. Sec. 1,4(16) authorizes the banks to conduct studies and ndopt standards 
for lending. Since any bank action In this respect would be subject to Farm 
Credit Administration approval, this provision Is essentially the same as that 
contained in present law. 

Section 1.5 deals primarily with stock requirements, voting rights and div- 
idends The language In the Bill expands the present authority of the banks 
to include issuance of nonvoting stock or participation certificates to assoclB- 
tions. For example, It may be used when extending credit to eligible persons 
other than farmers and ranchers. This provision is designed to allow for serving 
the needs of these rural but nonfarm borrowers whUe still keeping the contnri 
of the System In the hands of the farmers and ranchers who are the prlmair 
users of the System. 

Provision also is made for the issuance of nonvoting atock to the Oovenior 
of the Farm Credit Administration. It Is anticipated that this authority would 
not be used unless an emergency arises. 

This section further provides for variation in dividend rates for the various 
classes of stock, based on the comparative coutribntlon of the holden to the 
capital or earnings of the bank. This situation might arise, for Instance, In the 
case of rural residence loans where the need for monthly payment accounting 
and other costs would result in less net earnings to the bank than tiielr regular 
farm loans. 

Seotton 1.6 provides the basic anthority for the land banks to make loans. It 
preserves the concept that the land banks are long-term real estate lenders and, 
coupled with Section 1.9 which outlines the requirements for loan security, 
provides the basic framework for the land banks' scope of operations. 

Section 1.6 also expressly authorizes the land banks to make continuing com- 
mitments or "open-end" mortgages at the time of initial loan processing. Hie 
bank can then make disbursements or readvances according to the borrower's 
needs, thereby reducing loan costs and providing greater service to the borrower. 
Some land banks now make such loans ; however, this provision would clarify, 
simplify and remore some requirements which cause extis costs under the 
present i>rogram. nils is a forward looking approach which will better meet tbe 
needs of modem farmers. 

This section also allows the hanks to extend other financial asslatance rimllar 
in nature to the basic lending authorities outlined. This woold Include p 
of existing mortgages or land contracts. 
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« /.7 antlunlEes tbe butka to set Intereit imtes and make loan cfaugM. 
The Bill Htate>? that the objective in this regard stMU be "to [Ht>Tlde the types of 
credU Deeded by eUglble botTowera, at the lowest reascHiable costs oo a somd 
bnslBCCB tm^a taking into accotint the cost of money to the bank, necesaaty re- 
serrea and eiT»en»Be of the banks and Federal land bank a^MKiationa and prorid- 
ing aerrlces to 8to<^ho4der8 and members." This wording, in eflcct, asmres that 
oKmber-borKrwerB will receive the Hervleea at the IVdieral land bank at the lowwt 
possible cost 

This section alao pirorldes Bpeciflc anthority for variable rates of Intet-est, 1^, 
an iotereet rate that may be lowered or raised from time to time nnder appro- 
priate (^rcanutances. 

The coHt of money is the greate«t single factor in determining intneat ratn. 
Fioctuating txmd coats, coupled with flsed interest Icmg-term loans, often i>estUt 
In fneqnlUes of rates being chained to borrowers, llie nse o* variable rates cor- 
rects this BitoatiiHi by equating the eiurent cost of fonds to the Ikank with the 
rate a twrrower is changed. 

Section 1.8 reaSirma the ellglbHity of fanners and ranchers as member- 
boTTOwers of tile System and Is bniadeoed to make eligible pemoos turolslilnK 
farm related eerrlces and owners of rural ttomes. 

BeqnirementB for corporate eligibility will be outlined In Farm Credit Admin- 
isttutiMi regalati(»ia. They will be based on the following statemeat of the Oom- 
mis-sion on Agricnltaral Credit: 'In providing farm credit, the Farm Credit 
System B^onld limit ananclng to Individual farmers and other legal entities 
n^o«e buslne» is predmilDantiy farming or whose owners would be granted 
ci«dlt if they wei<e individual amrllcants. 

Section IS generally outlines the requirements for secnrity that may be aocept- 
aUe collateral for a Fedenvl land tnuik loan and states that aredH factors oOier 
than idle ratio between the amomit of loas and tlie security valoe «liaU be given 
dne conflideratlMi. 

Present law restricts Federal land bank lending to Bret mortgages oa farm 
land, nils provlMon would broaden eligible loian security to Include other rural 
real estate sucb as ruitBi homes and farm related busloew property. 

In necognlUiHi of the fact that there are Interests In real estate, other than fee 
rtmpie title, which may serve as an adequate ctdlatecal base for the extension of 
sonnd credit, this Bill rranoves the alisolote &nt mortgage reqalr«mKit. Bx- 
anqdes of such otiier interests are long-term leases, secondary liens and land 
contracts. 

Property which Is dos^ aligned vdth real estate may be included in tlie value 
at the security upon which the loan Is tMsed. Such pmfierty may be conaltlMed 
real in »>me states and personal in others. However, it is an Integral part of, and 
usually sells with, the real estate. Examples are Irrigation systems and equip- 
ment Beciii«ly attached to farm structures such as pipeline milkers. 

AddlHonaJ collateral, such as reputable bonds and cash valoe of life insurance, 
can be aonsid»«d to the extent necessary to assure a sonnd loan. Personal i^op- 
erty used In farming operations and generally considered as o<rilateral for (gr- 
ating credit will normally not be incloded. 

Present law also restricts Federal land bank loans to 6S% of the appraised 
normal value of the property. That resbrictlon is removed In this Bill, nie drie- 
tion of mch a fixed statutory loan-tcvcollateral ratio is designed to give maxi- 
mum consideration to sound credit factora other than collateral, thereby 
extending oredlt where credit is Justlflcd. 

Some <a the more significant of these factors are the applicant's (1) earnings 
potential and repayment capacity, (2) financial stability and net worth, (8) 
progress, (4) age and family size, (S) living costs, (6) character and reputation 
for debt repayment. 

This change In the law will allow the System to better provide asststance 
to a young farmer through recognition of his managerial ability and long range 
earning potential. 

However, in the absence of Qxed statutory limits. It will be Imperative that 
the Farm Credit Administration retain unquestioned authority to prescribe s» 
cnrlty and credit requirements. This Is necessary to assure (1) uniformity of 
credit service to farmers in all areas, (2) uniformity of risk among Fedieral 
land banks since they are jointly liable on bonds Issued, and <3) that Investon 
In the bonds and public Interests are protectenl 

In this connection, regulations will provide : 

L That the Federal land tianha remain primarily first mortgage real estate 
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2. Collateral otber ttaan real estate will be acceptable onlr as an addltl<»i to 
and to bolster the real estate secnrlty position. 

3. The maximum amoont of loan that conid be made will be limited to the 
appraised value of the real estate Interest, irrespectlTe of the amonnt of addi- 
tional collateral tal(en. In all cases, loans will be well margined b7 the collateral 
taken. 

4. Appraisal and credit standards will be maintained as guides for maktog 
Federal land bank loans. These standards will be reviewed, coordinated and 
approved by the Farm Credit AdmlnlBtratton. 

Section 1.10 restates the present purpose of credit service to fanners and 
ranchers and expands eligible purposes to Include nonfarm loans in the mral 
communltf. These new loan purposes are for the needs of (1) mral residents 
and (2) persons furnishing farm-related services. In both instances, the loan 
purpose is limited to long-term credit needs and the loan la to be secured by 
real estate. 

Many retired farmers and young men interested In farming have and are 
building and buying homes on small acreages in mral areas. Likewise, nonfarm 
people who were "bronght up on farms." persons who provide services to farmers 
and others who have a strong interest In agriculture generally, desire to live 
and rear their families "in the country." These rural residents have become 
an integral part of many rural farming communities. Their presence has com- 
plemented the community and It has been through a joint effort of both tbem 
and the fanners that the community continues to be a desirable place to live 
and rear a family. However, many of these jieople may be unable to reside 
in rural areas or to have acceptable housing because of insnfflclent financing 
on rural residences. 

Many comprehensive stndtea of rural housing needs have been completed. 
Also, many recent documents and reports have pointed up the growing concern 
of the Government, aa well as key leadership of farm organizations, r«gardlus 
the financing of rural homes. These include reports from : Presidential Task 
Force on Rural Development, Commission on Agricultural Credit, Title IX of 
the Agricultural Act of 1970, 1966 study by a committee In the Land Bank Sys- 
tem, and a 1970 study by a committee in the Farm Credit AdmlnlBtration. 

A conclusion stated In these and other reports is clear. Demand for housing 
loan funds Is rapidly Increasing and In some areas development of satisfactory 
rural housing Is hindered by the Inadequacy or unavailability of credit. Rural 
facilities for tapping credit resources of large institutions for faonslng needs are 
inadequate. As a result, amounts and terms of housing credit are less favorable 
In rural areas than In towns and dtles. 

Federal land bank loans on rural homes as provided in this Bill would be, in 
effect, an extension of the presently authorized policy to make part-time tarm 
loans. Such credit would continue to be confined to the rural sector of America 
and would contribute to the housing needs of agriculturally-oriented areas. A 
nonfarm rural residence would he defined as a permanent home In an area that 
has rural characteristics associated with country living. The property wonld be 
located In an area where agricultural enterprises are prominent These mral 
homes usually would be scattered but might be located in small groups for 
economic use of water, sewer and other facilities. It is not the intent to make 
loans In planned urban subdivisions. 

The Land Bank System possesses the organization, manpower, ex])erience and 
exitertise in agricultural credit which makes It singularly adapted to provide 
sound nonsubsidlzed housing loans to rural residents. 

The Commission on Agricultural Credit stated as one of Its goals, "Make credit 
available for selected farm-related business which provide services directly to 
farmers necessary tor efficient production, processing and marketing of farm 
products." (Page 17). The Commission recommended that the System provide 
credit to persons furnishing farm-related services which a farmer might other- 
wise do for himself, provided such loans made by the Federal land banks are 
primarily secured by real estate. It also recommended that decisions to extend 
such credit should be based on the furnishing of services directly to farmers and 
not on the basis of purchase and sale of materials. 

Examples of these businesses are: Storage facilities such as potato ware- 
honses, fruit cold storage buildings ; initial processing facilities such a« crop 
dryers, fruit Juicers, packing sheds; caretaker equipment, shops and storage 
buildings; hangars and runways for crop dusters and seedera. These services 
relate directly to the farming operations and would otherwise require the Infflvld- 
ual farmer to invest hl« own funds. Through the farm-related business, soch 



.,gle 



eerrlces may be aecompUafaed with professional efficiency and withoat large 
outlays of capital by the Individual farmers. The extension of credit to tbeee 
typeB of businesses could be accomplished by utilizing! existing Federal land bank 
associations and appraisal facilities. This service will accrue to the l>eneflt of the 
farmer, the lender and to agriculture in general. 

In addition, this section would allow the Federal land banks to own or lease 
facilities for the purpose of offering services to farmers. It is antldpated tliat 
this provision would have limited application in the Land Bank System. Pos- 
sible examples would l>e fruit or potato atorafce facilities in an area where farmtts 
or farm-related businesees, including cooperatives, were not providing adequate 
facilities. 

Section 1.11 contains authorfzationa recommended by the Oommission on Agri- 
cultural Credit for the System to provide technical assistance and financially- 
related services to land bank clientele on an optional baeia. These would be offered 
In areas where services are not readily or conveniently available from others 
at reasonable terms, conditions and costs. The Commission observed that "Ade- 
quate credit service in the decade of the TO's requires far more t^ian simply 
issuing and collecting loans. Lenders must provide certain credit related servlceB 
to be of real help to Individual borrowers. 8ome of these services assist the mem- 
ber directly wbile others are of Indirect benefit in that they help him do a better 
Job." The Commission recognized that. "Such services relate directly to the ex- 
tension and use of credit." 

In today's competitive economic atmosphere, modern farming business opera- 
tions require many farm-related services which may be available only in distant 
uit>an areas. These would include eleotronic recordkeeping, farm menagemcnt 
or consulting services, appraisal services and a retirement plan within provisions 
of the Keogh Act. Additionally, educational and other programs will be con- 
sidered to assist farmers with the critical problem of transfer of farm assets 
from one generation to another. The intent Is not to duplicate the efforts of otiier 
eatablished businesses presently providing such assistance or services. Good 
services at i«a«onable costs mufrt t>e <rffered In the rural area to provide ISarmers 
necessary tools for sound business operation. This could assist in stemming the 
flow of peop'e from rural communities. As farming operations become more 
complex, the need for such services will increase. In general, a key test of any 
assistance or service will be that there is a need and that it provides direct 
benefits to members through Increased earnings or efficiencies In their Opera- 
tions, or Indirectly by lowering their net cost of borrowing. 

Section 1.12 reaffirms present taw in draignating that loans will noimBlly be 
made through Federal land bank associations. However, the provision for loans to 
be made directly by the bank or through an agent Is preserved from present law 
due to the posrfble need for It in the future. The capital stock requirement on 
loans made directly by the Federal land bank or through an agent will be the 
same as that of a loan made through an association. 

Section 1.13 preserves the requirementa found In present law for establlstalng 
a Federal land bank association. Its articles of incorporation, and its relationship 
to the Farm Credit Administration. In addition, this sectlmi (1) provides fhr 
stock of not less than $5, nor more than $10, per $100 loaned, and (2) requlrM 
a land bank to make recommendatloiis r^ardlng the need for a prt^osed new 
association and the territory It will serve. 

The provision allowing up to $10 of stock per $100 loaned is expected to have 
very limited application In the Land Bank System. However, ft Is induded to 
inovlde uniformity with other titles of this Bill and to permit additional 
capitalization of the System should tbe need arise. 

The powers of the Governor of the Farm Credit Administration in r«latJMi 
to Federal land bank associations are more specifically defined in this sectjoo. 
These are made comparable with those contained In present production credit 
association law and In Title II of this Bill. 

Section l.li restates from existing law the power of the association to elect 
a board of directors from Its voting shareholders and allows the detailed pro- 
cedure regarding theJr election to be included in the Farm Credit Administra- 
tion approved association bylaws. 

Section. I.IS outlines the general corporate powers of the Federal land bank 
associations subject to Federal land bank and I^rm Credit Admlnistratl<m 
supervision. These powers are similar to those in the present law, with the 
following exceptions : 

1. Sec. 1.15(7) provides surety bond requirements that are more practical. 
This allows adaptation to changes that have general^ occurred in the butdnesa 
and Insurance communities. 
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Sec. 1.1B(7) alBo prorldei that the aaaodatioii will be prohibited tiom emirtc?- 
Ing oae of Ita directors until one year after his aerrice as a director has ended. 

2. Sec. 1,16(11) and (12) allows an association to aasnioe delegated antliorit7 
from the Federal land back in loan acsvo^al and other areas. In tnrti, tie aaao- 
ciattOD board of directors may delegate certain aothorlties to committeee or 
employees. This Is oonslBtent with the recommendatioD of the Commlselon on 
Agrlcnltnral Credit, "Authority for operation of the System shonld be dele- 
gated to the banks and associations to the maximum ext^it possible conaiatent 
witJi adequate fmperrlslon to assnie optimum benefit to borroweis." Tbe dele^- 
tlon of loan approval to associations will put the decision making process in flip 
hands of those with thp most Intimate knowledge of the applicant and his nnmiHMi 
fdtnation. It will streiamline the loan making process, resulting in t)etter and 
faster service to the borrower with a reduction of loan procesalng costn, 

3. Sec. 1.1S(14) removes present statuCoirf restrictions on fees and diorgefs. 
Present law permits the assodations to retain % of 1% semjannoaliy of interest 
paid by borrowers for asaodatlon operating expenses and up to 1% of the amount 
at the application to cover coats of originating the loan. I^ former is not used 
since it has been replaced by loan servicing agreements with the banks. The 
latter is used by most of the assodatlons but ttie amount charged varies and 
Is u anally much less than 1%. 

By eliminating the set limitations, a fee schedule can be worked ont whldi 
more accurately reflects the cost of services rendered and provides a more 
equitable distribution of costs to borroweffs In all areas of the country. 

4. Sec. l.lR(lCt) autiiorizea the assodatlons to provide technical assistance 
and flnandal related services to land bank clientele. This anthority jmrallels 
that granted the Federal land bank and was discussed In Section I.ll. 

5. Sec. 1.15(10) allows an association, with Federal land bank ai^roval, to 
borrow from and Issue Its notes to a commercial bank or other financial 
institution. 

6. Sec. 1.1S(18) provides that an association may receive Interest on funds 
deposited with a Federal land bank. 

Seotion 1.16 provides for Issuance of nonvoting stock and pardcipellon certifi- 
cates In addition to the presently authorlaed voting stock. This would allow tbe 
System to maintain a sound capital structure and to meet future contlnugetideB 
In providing adequate credit In rural areas with a minimum dilution of existing 
voting rights. The Commission on Agricultural Credit emphasised that boaids 
of directors should be made up of modem farmers who are active users o^ tbe 
System's credit services. The issuance of nonvoting stock or paitldpatitm 
certlflcates to members other than farmers helps to meet this objective. TIds 
section also consolidates and restates from present law (1) the voting rights, 
par value, amount and subscription of asaodatlon capital fstodi; (2) require- 
ments for association memberahlp; and (3) authorisation to increase the 
aggregate amount of association ca^tal stock. 

Section l.n restates from existing law the reserve requiteramts of Federal 
land banks and the provisions for payment of dividends on capital atodc It fur- 
ther provides for payment of a franchise tax on stock, If any, held by the Gov- 
ernor of the Farm Credit Admlidstratlon. 

Section 1.18 provides for tbe land bank to approve dividends declared I^ an 
aaaodatlon and to approve the withdrawal of assodatlon reserves which are In 
excess of legal requirements. Present law requires approval of the foregoing 
Items by the F^rm Credit AdmlnlstratilOD ; however, the authority for approval 
ot assodatlon dividends has been delcR^ted to the land banks. 

Present law also requires that reserves of voluntarily liquidated associations 
be paid to the land bank. In the case of Involuntarily liquidated assoclatlDns, 
funds must be paid by tbe receiver In liquidation to the Treasurer of the U.S. 
subject to otder of the S^rm Credit Admlndstration. This section requires that 
reeerves of both voluntarily and Involuntarily liquidated associations become 
the property of the land bank. This Is necessary to protect the System against 
losses which may occur on the loans previously serviced by the liquidated asso- 
ciation. This section also restates from existing lanv the reserve requimnents of 
Federal land bank assodatlf»iB and provisions for payment of dividends tm capi- 
tal stock. 

Seotion 1.19 allows the Federal land bank to enter into agreements with Fed- 
eral land bank associations and the assodatlons to enter into such agreements 
with each other for sharing gaina and the risk of loss on loans without refermce 
to spedflc percentages. I^ese provisions will maintain uniformity with Title II 
of dila Bill and allow for agreements more equitable and In keyring wltb the 
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flnaadal condlttoii of eadi bank or aooocUtioii within ■ district. Tbls conid be 
Terr Important Id protecting agalnat cntastropblc loon loeses resnltlnK troto the 
coUapae of a partlctilar Kgment of agricoltnire or prolonged adverse weath» 
conditions in a glTrai area. 

Beetion I.IO restate* from present law the requlreinent that capital stock Issoed 
b; Qie land bank to land bank aaeot^tlone and tliat issoed by aseodatloDs to 
borrowers be held as collateral security to Insure reiieyment of the loan. In this 
section, "first lien" Is iised rather than "collateral security" as In present law 
In order to have cotMristency with other Titles of the BUI. 

Section l.tl restates from exUtiDg law the tax atatns of Federal land banks 
and Federal land bank assodatloiis. 

Senator Bellhon. Thank you very much. 

Mr. Jaxnkk. Mr. Chairman, title II has to do with the Federal inter- 
mediate credit bank and production credit associaticMis and Deputy 
Grovrauor Aubrey Johnson will summanze that. 

8TATEHEHT OF AUBBEY X. JOHNSOH, DEFUTT OOVEAHOE AHD 
OIBECTOK, FEOBUCnOH CBEDIT SESVICZ, FASM CSKDIT 
ASMmSTBATION 

Mr. Johnson. Mr. C%ainaan and members of Uie cranmittee: My 
name is Aubrey K. Johnsim, Deputy Govemm* and Director of the 
ProductiMi Credit Service. As I nave prerionsly submitted testimony 
on title II — Federal intermediate crecnt banks and production credit 
associations, which covers in detail changes and revisions on a section- 
to-aection baffls, I would propose to amplify three areas which should 
be of special interest to the committea 

1. Section 2.5 and section 2.16 — Financially related services (page 
32 and pi^ 50) ; 

2. Section 2.16 — Farm-related services {page48) ;and 

3. Section 2.15— Production credit associations participating in 
loons to farmers and ranchers with commercial banks. 

I. FINANCIAU.T RELATED SERVICC8 

A. Members have asked for additional services, dating back to 
early 1950's. 

B. Services which have been approved by local PCA boards, dis- 
trict boards, and the Farm Credit Administration under appropriate 
rules and r^ulations : 

fl) Credit life— 1954; 

(2) Hail insurance — 1967; and 

(3) Farm records program — 1966. 

C. Members and boards of directors at all levels have ccmcluded 
that theee services have been good for the members and good for tiie 
rural community. 

D. Members are now asking for services not presently offered. The 
prop<wed law would provide authority to permit the banks and as- 
sociations to render services which would increase the efficiency and 
prc^tability of their members' primary operatitms. 

Seventy-five percent of repliea on questionnaire on commission wi 
agricultural credit report favored additional services. 

E. Members would benefit in the following ways, — Example: farm 
records program. 

(1) Access to financially related services which would not be 
offered him if the banks or associations were not to do 90. 
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Conuaeat : need for a ^;ood records program across the coun- 
try — Farm bureau active in some States — hope they will continue. 

(2) Banks and associations will provide better quality services 
or services specifically tailored to farm operafciona 

Ccmunent : farmer needs options. 

(3) Financially related services would be available to the mem- 
ber at a lower effective cost than would otherwise be the case. 

Comment : as a part of the credit business they can do this more 
efficiently and use the byproduct, better records, in the bu^ess of 
extending sound credit to responsible farmers. 

ii) Membership would benefit indirectly as ext^ision of finan- 
ly related services permit banks and associations to make more 
efficient use of personnel and equipment. 

Comment : farmers and ranchers would have direct access to 
computers — opportunity for PCA's to attract higher qualified 
persons because of greater responsibility — a direct benefit to form- 
ers and ranchers, 

F. Need for services recognized by other lenders. 

(1) Governor William W. Sherrill, Federal Reeeire Board 
rec^itly stated in discussing the 1970 amendments to the Bank 
Holding Act of 1956, "I think the banking of the future must be 
more broadly conceived. We must recognize that its function is no 
longer predominantly lending but must becwne a concept of 
greatly expanded financial service to its customers." Member 
farmers and ranchers would agree with this statement as would 
local and district boards of directors. 

G. Farmers and ranchers in rural America benefit from innovatitHi 
and competition. The farm credit system has an enviable record in 
imwvation, PCA's have lead in line-of-credit financing, term loans, 
farm loan records program, and reduced costs of credit nfe insurance. 
We must continue to innovate, to experiment, to develop new ap- 
proaches. By serving in this leadership role, or a yardstick role, local 
association under the guidance of the FICB's with sensitive, respon- 
^ve local and district directors will continue to serve the best interests 
of all farmers and ranchers in rural America, 

H. Criteria. — As in the past the Farm Credit Administration would 
continue to exercise its regulatory and supervisory authority by pre- 
scribing rules and regulations for implementing and c<mtrollmg fi- 
nancially related services. Also broad guidelines will be developed by 
the Farm Credit Administration to test the feasibility of suggested 
financially related services. As a point of reference, in the 1970 
amendments to the Bank Holding Act of 1956, the Congress in effect 
established two tests to be applied by the Federal Reserve Board in 
apijroving financially related services to be extended by subsidiaries of 
a single bank holding company. These two tests are: 

(1) That the activity be functionally related to banking. 

( 2 ) That net public Benefits { greater ctmipetition would ffisult) . 
The Farm Credit Administration would use these tests in consider- 
ing approval of financially related services along with other factors 
such as: 

{ 1 ) Factual information as to the need for the service in a local 
or regional area. 

(2) Capability of bank and association to perform a quiditj 
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^3) Equitable coat recovery. 

(4) Effect on total operation of associations and banks. 
Over the last few years, local associations have received many re- 
quests for the following services : 

(1) Tax assistance, related to farm records program. 

(2) Implementing retirement benefits under the Kec^ Act. 

(3) Assistance in orderly transfer of farm ownership. 

It is important to the continued success of the PCA's that fchey be 
in a position to be responsive to the thousands of farmers and ranchers 
making up the membership of the cooperative. 

n. FARM -RELATED BUSINESSES (SECTION 2.16 — PAQE4ai 

PCA members and local PCA directors have asked for considera- 
tion to make farm-relaied business loans for a number of years. The 
substitution of capital for labor continues at an accelerated rate. 
Farmers and ranchers have been asking, why can't our local PCA's 
help iinance farm-related businesses, which helps the local farmers In 
the rural community ? 

The proposed provision would provide credit service to two types of 
farm- related businesses. 

(1) The custom service operator who performs functions which 
fanners formerly performed for themselves. Examples: custom 
combining, fertilizer application, or orchard care. 

(2) Also, credit assi^ance, processing, storing, or marketing of 
crops owned by growers. In most cases this would occur as indi- 
vidual farmers construct facilities or install equifHnent for their 
own use which would have greater capacity and can be fully uti- 
lized in their own operations. 

This is a new area. Another example of the local associations asdist- 
ingall farmers and ranchers in the rural community. 

The Farm Credit Administration will prescribe rules and regula- 
tions which will detail and regulate the extension of credit to farm- 
related businesses. It is not contemplated that commercial businesses, 
which deal in sales to or purchase from farmers as merchantmen will 
be eligible borrowers. Also, it will be required that one prerequisite 
to hnaucing persons or businesses providing custom service to farmere 
will be that it can be determined that there is a need for the services 
in the community which is not satisfactorily being met by a farmers' 
cooperative. It shall be the intent of the Farm CrSiit Administration 
issuing rules and regulations governing this lending activity to assure 
that persons or business to be financed shall not be in direct competi- 
tion with farmers' cooperatives. 



This provision endorses a significant concept. Recognizing the t«"- 
rific credit needs of farmers and ranchers in rural America, PCA 
members and local PCA directors working with commercial banks, 
have suggested that PCA's could assist commercial banks in meeting 
financiaT needs of the rural communities. 

PCA's could participate in commercial bank loans by purchasing an 
assignment of interest in a loan. This procedure would affect great 
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effici^icy and many of the undeeirable aspects of split credit line ar- 
rangements would be avoided. With both lenders working together 
on a local basis consultation would be easier, more timely and should 
be more fruitful due to the iirsbhajid information, experience and 
understanding which all parties to the arrangement would share. 

Programs for a PCA participation would oe implnnented and oon- 
trolled under rules and regulations prescribed 1^ the Farm Credit 
Administration. 

In closing, I would like to emphasize that the changee I have dis- 
cussed are optional. Before any of the programs could become opera- 
tive, district boards would have to api>rove programs under the broad 
guidelines of the Farm Credit Administration and then local associa- 
tions would have an option under the policies and guidelines develc^ied 
by district boards. 

Thank you, it was a privil^e to appear before the committee. I 
would like for my prepared statement to be printed in full in the 
record of these hearings. 

(The prepared statement of Mr. Johnson is as follows :) 

I am A. K, Johnson, Deputy GOTemor of the FBnn Credit AdminiBtmtlon and 
Director of Produrtlon Credit Service which has the awperrlBory ref^mnslibill^ 
over the Federal Intermediate credit banks and the production credit assodatloiu. 
As 70U know, the production credit associations extend short- and Intermediate' 
term credit to farmers and ranchers and the Federal Intermediate credit banks 
provide finfln<dng to the production credit aaaoclatlonB and other flnandsg In- 
stitutions. In addition to this function, the Intermediate credit banks eserdse, 
by law and delegation from the Farm Credit Administration, a broad range of 
direct supervisory responsibilities over the production credit assoctatlonB. It 
is my privilege today to discuss with you Title II of the proposed Fann Oredit 
Act of 1971 which provides l^al charter for the FIOBs and the PCAs. As yon 
are aware, this bill, in part. Is a recodification of existing law and, in addition, 
provides new authority and flexibility to meet the challenge of sDiifdylng credit 
for a changing agriculture. As I discuss various sections of tills bill, I shall con- 
centrate primarily on those sections and subaectlona of the Title which are eltUer 
new or modify existinff provisions of law. 

Section 2.0 r^^rdlng the organization and charters for Federal Intermedtete 
credit banks la. In effeik, reenactment of existing law with the exception of the 
provision for PIOB merger. This will provide necessary flexibility shoirid tbe 
agricultural potential in a particular district Indicate It wlLI no longer support a 
serrate bank. It is logical that a merger of existing banks should be coiuiidered. 

Section 2.1 provides lor the corporate existence oiT the Federal intermediate 
credit banks and enumerates the general corporate powers of the banks. Tbe pro- 
posed powers are largely a reenactment of existing law. However, several powers 
granted In this section are not presently authorized. Item 6 speclfloally author- 
ilea Hie banks to provide services and other assistance and to charge fees for 
snch services and assistance where appropriate. Tbe banks cnrrently perform 
certain services and provide assistance primarily to the PCAs in carryliu; out 
their supervisory responsibility. Including legal assistance in drawing loan con- 
tracts, training of assodatlon personnel, and advice on serrldi^ large complex 

It is anticipated, as the business of extending agricultural credit becomes 
more complicated, circumstances will likely arise necessltatlnK Other services 
and assistance to production credit assocIatlonB and other Qnanclng Instltatlons. 
In this event, the Federal Intermediate credit banks should have the sntbority 
to provide auch services and make appropriate charges to assure equity to other 
production credit associations and other financing inatltntlons. 

Item 10 Is a reenactment of existing law except for the removal of the S-year 
limitation on debenture maturities. This authority to issue debentures with 
maturities In excess of Ave years would permit the Federal intermediate credit 
banks additional llexibillty in raising loan funds, when prevailing market con- 
ditions would make It advantageous to the borrowers of tbe STStem for sncb 
authority to be utilized. 
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Item 11 aoUiMlsefl tbe nCBs to Invest In tbe capital stock or paid-in rar- 
plns of a production credit association. Existing law permits tbe Federal Inter- 
metUate credit banks to Invest in nonvoting stock of a production credit aasoda- 
tloii for the sole purpose of retiring a like amonnt of Oovemment cairital. Tbls 
additional aotborltf conld provide temporary emergency ca^tal to an asso- 
ciation which has aulfered catastFopblc loan losses and tberel>r lessen the Uk^- 
hood of a PCA neQniring an Inviestmen t of Govenmtent oaiAtal. 

The bank may also find It necessary on rare occasion to purchase paid-in 
gnrplns In an assodatioo to provide a temporary buffer for absorption of operat- 
ing losses, tbuB protecting equities invested by tbe members from lmpalrm«it 
'nils would be iMTtlcalarly true in the case of newly created production credit 
associations. Any newly-formed production credit association would experlMice 
difficulty in immeillately generating sufficient income to pay <q)erating expenseia. 
Additionally, It Is extremely difficult for the potential users to provide adequate 
capital for a new production credit aesodatlon. Tbls new authority would be 
QSed infreqoenUy but would provide assurance ol reliable credit service fnMU 
B production credit association under almost any conceivable set of dr- 
cmnstances 

Item H antborlzes tbe banks to accept deposits of securities and bold current 
fonds for production credit associations. It Is not interpreted to authorise a 
depository relationship between tbe production credit associations and tbe Fed- 
eral Intermediate credit banks similar to a commercial bank depository rela- 
tionsblp. However, the banks frequently coordinate various programs in whidl 
all associations in tbe district are involved. 

In performing these functions, tbe banks raigbt bold production credit aeeo- 
dation funds in custody In connection wltb district retirement, educational, or 
advertising programs. Authority to accept deposits of securities from productiini 
credit associations would be very helpful in circumstances where additional col- 
lateral is required for a particular group of loansL Sucb loans represmt the 
primary security for provision of funds to the association from the I^eral in- 
termediate credit bonk. 

Item 15 provides that the Federal intermediate credit banks ^all have the 
spedflc authority to approve tbe salary scale of the officers and tbe employees of 
tbe production credit associations and to approve the appointment and compensa- 
tion of the Chief executive officer thereof. This authority presently rests with tbe 
Qoveraor who has delegated It to the bajok. 

Item 18, which provides authority for the Federal intermediate credit banks 
to enter into loss-rtiarlng agreements with other Federal Intermediate credit 
bai^a and producti<m credit associations provides another means of sbarlug tbe 
Snan<^l strength of the System. This authority will be discussed in greater detail 
is SectlMi 2.12. 

Item 20 provides anthority for Federal intermediate credit banks to partidpBte 
in eligible loans with otber Federal tatermedlate credit banks or with production 
credit associations. This anthority will be discussed In greater detail under Sec- 
tion 2.15. 

Section 2.2 covers tbe authorisation for Federal Intermediate credit bank 
stock, its value, dividends, additional stock and retirement It Is lately a reenact- 
ment of existing law but there are several provisions in this section which will 
provide additional desirable flexibility in the management of the captal struc- 
tures of tbe Federal intermediate credit banks. Presmt law authorizes the Fed- 
eral Intermediate credit banks to Issue class A etock which may be held only by 
the Governor of the Farm Credit Administration ; class B stock, or voting stock, 
which may be owned only by production credit assodaticms ; and partidpatioo 
certificates which may be held only by otber financing institutions. Under the 
provisions of this section, specific reference to dass A or class B atock has been 
eliminated. They are referred to as nonvoting stock and voting stock, respectively. 
The proposed law states that the capital stock of each Federal Intermediate 
credit bank may be of snch classes as its board of directors may determine with 
the approval of the Farm Credit Administration. The existing law provides that 
class A and class B stock shall have par values of $100 per share and $5 per share, 
respectively. Under tbe proposed law. all shares of stork would have an equal par 
value of $5 each. Present law provides that voting stock shall not be transferred, 
pledged, or hypothecated, except as provided under regulations Issued by the 
Farm Credit Administration and that the board of directors of each Federal 
intermediate credit bank has authority to Increase tbe amount of capital stock 
of the bank. Iliese provisions of existing law have been reeuacted. 
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Under exisUng law, the stock which is transferred or rettred for tbe panwse 
of equalizing the cfl[ritBllzation of the Federal intermediate credit banka shall 
l>e the oldest stoi^k held by the Hssoclatlon and the bank shall pay the associations 
whose InveHtment Ib being reduced for such stock at the fair book valne thereof, 
not exceeding par. Aa proposed, this section authorizes stock transfers directly 
among aasoclations, thus eliminating the need for Federal Intermediate credit 
bank dlsperaal and collection of funds. The requirement that tbe stock to be re- 
tired be the oldest outstanding is also eliminated. Each production credit associa- 
tion would thus be entitled to select stock that It wishes to sell or have retired 
In connection with an equalization of cajdtal in tbe Federal intermediate credit 
bank. If a production credit association should determine that it wished to sell 
or have retired stock other than the oldest stock which it holds In tbe bank, the 
selection would be subject to the approval of the Federal Intermediate credit bank 
and tbe Farm Credit Administration. It is anticipated that the t>ank8 would 
continue to redeem tbe oldest outstanding stock held by the production credit as- 
sociations first. There may. however, be circumstances under which approval 
could be granted for the redemption or transfer of stock other than the <ridest 
outstanding. 

The provisions of this section, relative to tbe Federal Intermediate credit bank 
issuance of participation certificates for purchase by financing institutlona o^Jier 
than production credit associations eligible to disconnt agricultural paper with 
tbe Federal intermediate credit bank, are, in effect. Identical to the provisions 
of existing law with one significant exception. Direct transfer of participation 
certificates from one OFI to another would t)e authorized for the first time. This 
transfer would enable a nonbotrowing OFI, while still in existence, to recrfve 
cash for Its capital investment in the Federal intermediate credit bank by trans- 
ferring its investment to another OFI. Existing law does not provide for transfer 
of participation certlflcates between OFIh and requires that an OFI be liquidated 
or dissolved before the participation certiflcatea iaaued to anch an Institution 
may be retired by the Federal Intermediate credit bank. Existing law autboritiefl 
retirement of any stock or participation certificates which are In excess of the 
banks' foreseeable capital needs. Such retirement shall be at par or face value 
as the case may be and shall require the approval of the Farm Credit Administra- 
tion. It further requires such retirementa be without preference and that, tmless 
otherwise approved by tbe Farm Credit Administration, the oldest outstanding 
stock or participation certiflcatea must be retired first. Except for the provision 
providing for the Farm Credit Administration approval of retirements on other 
than a first-ln first-out basis, this represents a reenactment of existing law. 

Provisions of this section relative to the payment of dividends on capital stock 
and partldpatlon certificates are identical to those of existing law with three 
exceptions. (1) Payment of dividends in any form is not permitted when stock 
held by the Governor of the Farm Credit Administration is outstanding but 
this prc^Msal would permit payment oC dividends in tbe form of stock or par- 
ticipation certificates. (2) Present law limits the dividend rate to a maximum 
of fire per cent This limitation is deleted in the proposal. We presently con- 
template continuing a regulatory limitation of five per cent. However, greater 
flexibility could be permitted in the future it conditions should warrant. (S) At 
the present time dividends must be paid without preference on capital stock and 
partidpatlon certificates. This section would authorize a dllterent dividend 
rat« between different classes of stock or between capital stock and partidpa- 
tlon certificates, according to the capital and earnings contributions of the hold- 
ers of such different classes or issues. 

Section 2.3 provides basic authority for the Federal intermediate credit banks 
to make loans to and discount loans made by productlMi credit associations 
and OFIs. It also provides authority for the hanks to participate In loans made 
by other Federal intermediate credit banks and production credit aseociatloiiB. 
and to own and lease equipment to individuals otherwise eligible for assistance 
under the terms of this Title, With three exceptions, this section represents a re- 
enactment of existing law. (1) This section authorizes other flnandal assistance 
to production credit associations. Elxiating law in providing for supervl^on of 
production credit associations by Federal intermediate credit banks Implies fi- 
nancial management assistance. This provision, and the authority in Section 2.1 
to purchase stock and paid-in surplus of production credit assodatioDS and to 
enter into lose-sharing agreements with production credit associatlona, provide* 
the basis for broader financial assistance to production credit associatlona. 
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These ptoTislMis proTide more poeitiTe assarance that the farmers ftnd oUier 
eligible borrowers in all areas could depend on production credit nssodations 
as reliable aourcee of production credit for use in their t^peratlons. 

The slgniflcauce at the second authority KranCed onder this section which 
permits Federal Intermediate credit banks to participate with production credit 
associations or with other Federal Intermediate credit bankB In making loans 
to eligible borrowers wUl be discussed In connection with Section 2.15, which 
provides analogous authority for production credit aasoclatlonB to participate 
In loans with Federal intermediate credit banks. 

The third new authority in this section would authorize the Federal Inter- 
mediate credit banks to own and lease equipment to production credit associa- 
tlona, OFIs, and persons eUgible to borrow from a production credit association 
or an OFI. There is little question that the principal use of this authority in 
the foreseeable future would be for the banks to lease equipment or facilities to 
production credit associations and OPIs. This approach could be used In con- 
nection with computer facilities and office and communications equipment It 
would permit the production credit associations and OFIs to avail themselves 
of cooperative ownership and servicing of such equipment Parallel authority 
is included in tliis Title for the production credit associations to lease equip- 
ment to Individuals eligible to borrow from them and it seems most likely that 
the needs of farmers and ranchers for leased equipment could be met through 
utillzatlnon by production credit associations of this leading authority. 

Section 2.4 Is the reenactment of existing provision of law escept wherein 
it provides for contractual variaWe Interest rates on loans to borrowere. "nils 
specific authori^ is not included in existing law bnt It has beeti conatraed that 
sudi variable Interest rates are permissible. The language of this proposed 
section would apeciacally authorize such contractual variable interest rates. 

Section 2.5, which authorizes Federal Intermediate banks to extend financially' 
related services will be discussed In conne<]tion with Section 2.16, which author- 
izes parallel authority for the production credit associations. 

Section 2.6 deals with the application of Federal Intermediate credit bank 
earnings, the method of calculating and paying patronage refunds and, eetab- 
llshee on behalf of the bank, a first lien on allocations of the leseirve account 
as additional collateral of any indelttedness of the bolder thereof to the bank, 
and other related toiric& Sluch of this section represents a reenactment of exist- 
ing law. 

Subsection (a) enumerates the procedure to be followed In distributing Fed- 
eral Intermediate credit bank earnings when at the end of the bank's flscftl 
7ear it has outstanding stock held by the Governor of the Farm Credit Ad- 
ministration. Except for the provision authorizing the creation and maintenance 
of a ressonable unallocated contingency reserve, this repreeeots a reenactment 
of existing law. 

The Introduction of this provision makes the method of distribution of Federal 
intermediate credit bank earnings consistent with that already authorized for 
the production credit associations. This allows the bant flexibility to protect 
current year's patrons from excessive or unusual charges not wholly applicable 
to the current year's operations, such as a large loan loss or a major adjustment 
Df the bank's security portfolio. All other provisions of subsections (a) and (b) 
represenrt reenactment of existing law. 

Subsection (e) Is a totally new provision ot the law and Is dedgned to give 
the banks more flexibility in distributing earnings in those yeara when the Gov- 
ernor holds no stock in the bank at the end of Its fiscal year. Enactment of this 
provision would allow FCA earnings distributions based on the capita! needs of 
a particular bank, rather than for an arbitrary legal formula applied to all banks. 

H^ulatlons may provide for application of less than 25 per cent of the net 
earnings to the restoration or maintenance of the allocated reserve account, 
additions to unallocated contingency reserve accounts, provide for allocations to 
patrons not qualified under the Internal Itevenue Code, the payment of patronage 
in stock, participation certificates, or in cash, as the board of directors may 
determine. 

Section 2.7, which provides for the distribution of assets In the case of bank 
liquidation and Section 2.8, which deals with bank taxation are both essen- 
tially identical to the corresponding provisions of existing law. 

Sections 2.10 and 2.17, inclusive, deal with the production credit associations. 
Section 2.10 regarding organization and charters and Section 2.11, which pro- 
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Tidea for HModatloii boards of directors botb repreeent reemctment wHbont 
change of existing law. 

Section 2.12 ItMuizes the corporate powers granted the prodactlon credit amo- 
datlons. These pravlBlone, with the exception of five of the Items, are reenact- 
tOMit of existing law. Four of the five items which represent change In existing 
Btatnte are quite minor In effect. Item 10 would require that Federal Intwmedi- 
ate credit bank approval be obtained for a production credit assodatioii to in- 
vest its surplus funds. This would substitute for the present provlsloos of law 
Which require that Farm Credit Administration approval be i^>tained. Item 12 
effects a similar Shift In approval authority from the Farm Credit Administra- 
tion to the Federal intermediate credit banke regarding production credit 
association borrowing. Present law anthorlzee production credit associaticHis 
to borrow from and dleconnt paper with the Federal intermediate credit 
banks and, with the approval of the (Jovemor of the Famn Credit Administra- 
tion, any other banks or agencies. The provisions of this item would del^ate the 
approval authority over sncb production credit association borrowings to the 
Federal Intermediate credit banlifl. FCA regulations would amtlnue to require 
Uiat the credit baniis remain the sole source of funds for prodncH^Mi credit asBO- 
datlons, except In cases of extreme emergency. 

Item 15 would authorize production credit associations to enter into mutual 
loss-sharing [dans with other production credit associations and the Federal 
intermediate credit bank in the district in which the production credit as- 
sociatlonB are located. Several types of loss-sharing agreements have been 
studied by the banks and associations, including mutual self-insn ranee programs 
for bonding bank and association employees and mutual insurance agalAst 
casualty losses. The associations in most districts currently have mutual loss- 
sharing plans in connection with loan losses which offer some protection against 
catastrophic losses such as could result from the collapse of a particular seg- 
ment of agriculture or severely adverse weather conditions. These contractual 
devices were designed to minimize the damaging accumuIatlTe efFecta of large 
losses on production credit associations and reduce the capitalisation burden 
on individual borrowers. These plana will be strengthened by permitting Fed- 
eral intermediate credit bank participation and will provide addi*1<»ial as- 
surance that the users of production credit aBsociatlons will continue to have 
dependable credit service. This provision will also permit Federal intermediate 
credit bank parttctpaMan in mutual self -Insurance programs. 

Item 17 is a reenactment of e:^sting law except for the provision which pro- 
hibits an association director from being elected or designated as a salaried em- 
ployee of an association of which he has served as director until one year after 
the date he ceases fo be a director of such association. In a few cases over tlie 
years, serious problems have developed because directors have moved directly 
from boards Into management positions. In the heat Interest of proper division 
of management and board functions, a lapse of time shotild be required before 
a directoriseligibleto become an employee. 

The activities flu'horized under Item 13 are defined and limited by Sections 
2.1G and 2.16 of this Title and will be discussed later in connection with then 
sections. 

Section 2.13 provides authority for the production crenlit associations to issue 
voting stock, nonvoting stock, preferred stock, participation certificates, and 
equity reserve. The attributes of each of these various issues and the d^nltlon 
of those Individuals eligible to own such issues is defined In the subsectlona of 
Section 2.13. All of the stock issues will have $5 per share par values as In the 
past and the par'lclpatlon certificates authorized for the production credit as- 
sociations for the first time under this section will have a $5 face value. 

Subsection (b) stipulates that voting stock, which is analogous to class B 
stock in the present law, shall be purchased only by farmers and ranchers or 
producers or harvesters of aquatic products. Such stock can be transferred only 
to those persons eligible to vote In the affairs of the association. The rights of 
voting stock relate to election and removal of directors, authoriiatlon of mergers 
and consolidations of production credit associations, authoriiatlon of supple- 
mental capital programs, and authority to call special stockholder meeUngs of 
the association ; and, with one exception. Is limited to one vote per stockholder. 

Subsection (c) authorizes the issuance of nonvoting stock which may be losoed 
to the Governor of the Farm Credit Administration, and to other invertors. Pres- 
ent law Buthorlses the issuance of class A stock which is nonvoting to the Gov- 
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enoF of the Farm Credit Administration and other Inrestora. Any Inveetment 
in noDTOting stock aa provided in this subsection, eltber by tlie Oovemor of the 
Farm Credit AdminlBtration or by a Federal Intermediate credit bank, will re- 
quire recommendations of the district board and concarrence by the Farm Credit 
Administration. Consideration will l>e given to other means of providing capltal- 
izatlcm sQcb as sale of additional atj>ck to the associations' members, earnings 
iwteotlal, payment of dividends or patronatce refunds in the form of capital, and 
tmy (iterating economies that may l>e effected before an; reinvestment of Got- 
emment capital or Federal intermediate i^reiUt bank investment Is approved. Any 
such Investmeat will be aathorlzed only after a clear showing that it Is re- 
quired for the pnrpose of maintaining an association capable of providing ade- 
qnate credit service to the fanners and ranchers in the area. 

SnbaecUon (d) authorizes the Issuance of nonvoting preferred stock to the 
Governor and to other Investors. This stock has essentially all of the attribntee 
of t^es C stock authorized by the current law. Preferred irtock Issued to the 
Chivemor of the Farm Credit Administration would be for the purpose of cap- 
Itallsliv a production credit association which had experienced extremely mpid 
loan growth. Subsection (d) also Includes two provisions giving greater caidtal- 
isatlon flexibility to prodnction credit associations. The seven per cent dividend 
TBte limitation in existing law Is eliminated with approval for the payment of 
dividends to be vested in the Federal iDtermediate credit tianks under regula- 
tions of the Farm Credit Administration. Also, under existing law anthorlEatlon 
nr issuance of class C stock wtdch is analogous to the preferred stock authorized 
ly this subsection, requires approval of two-thlrdB of the shares of class A stock 
ODtstanding. except that held by the Governor, and two-thirds of the shares of 
class B stock with the voting of these classes of stock to be on a one-vote per 
share basis. These approval requirements would be modified by the proposed sub- 
section In that the two-thirds majority would be reduced to a simple majority 
of all shares outstanding, except those held by the Governor. This more nearly 
informs with general corporate practice under similar circnmstances. 

Subsection (e) authorized participation certificates to be Issued to persous 
eBgiWe to borrow from production credit esaociatlona which are not eligible to be 
issued voting stock. This new type of qualifying capital would be Issued to owners 
of ftarm^related businesses and nonflann rural residents to whom loans w<ouId be 
onde under provisions of Section 2.15. The authorization under this subaedl'on 
tor this new type of capital wonid permit the uaere of the associations not diglble 
to bold voting stock to contribute support capital On the same basis as voting 
members of the associations, while retaining voting control In the hands of agil- 
eoltural producers. 

SiAseotlon (f ) provldce that each borrower Is required to own K In capital 
stock or piartlcipation certlfitratee for each $100 or fraction thereof of loans out- 
Sl«indli«. This Investment is the primary means of capftnllzlng production credit 
associations and this minimum capttel investment of borrowers has remained 
unchanged from the establlshmerft of the production icredit associations in 1933. 
The minimum capital Investment would be the same for all classes of borrowers. 
This subsection also provides that. In the case of a paitlclpation loan where the 
psrtidpanit with the production credit association Is an Insftitution other than a 
Federal Intermedl'ate credit bank or another production credit association, the 
required capital investment would apply Only to that portion of the loan held in 
the association's own loan portfolio. This provision will help facilitate workable 
loan pattldpatlon arrangements between production credit associations and 
wmuDerclal banks and other lenders. 

SiAsection (g) -prt>vides. as does the presertt law. that voting stock will be 
converted Into nonvoting Btock within two .years after the owner of such stock 
ceases to be an active borrower. The nonvoting stock will genepaliy produce a 
return to the ho'der in the form tof a dividend and this provision has the addi- 
tional benefit Of maintaining voting rights of the assodatlons In hands o* active 
borrowers. 

Snlmeation (h) provides that assolcaWons may require borrowers lo invest In 
additional ^took, pertlciipatlon certificates, or equi^v reserve in an a^regate 
amount not exceeding $5 per $100 of loans outstanding, in addition to the mln- 
iotum fa InTesIment in voting stock or participation certificates required under 
subsection <f ) of this section. This provision expands present law by providing 
atftHorlty to require additional investment In stock or participation certt'ficates. 
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as well as in ^alty reserve. This flexlblllt? permits lAlUiatlon of s meaiiB of 
capital taatlon best suited to tbe particnLar ne^s of an assodation and to do so 
most nearly In conformity with local custom. 

Present law contains no celling on amount of equity reserTe that could be 
required in addition to the banlc $5 per $100 of loan stock requirement. Taken 
together, the capital lnve«tmect provisions in subsectlona (f) and (h) of this 
section now authorize a production credit association to require a maximum in- 
vestment from borrowers of $10 per $100 of loans. TTie authorisation for sup- 
plementary capitalization provided for in subFectton (h) is quite Important to 
many asfoclatlona because their rapidly expanding loan volumes cannot be 
adequately capitalized through earnings alone. 

Subsection (1) provides ttiat dividends shall be paid on preferred stock ac- 
cording to the authorization of the issue and that dividends may be paid on 
stock other than preferred, and on participation certificates, a« provided in the 
bylaws of the association. As Indicated above, ail dividends are limited to a 
maximum of seven per cent per annum at the present time. Thi'^ limitation is 
eliminated in this proposed section and the jmyment of dividends by produc- 
tion credit associations will be subject to the approval of the Federal inter- 
mediate credit bank under Farm Credit Adminia^tlon regu'atloDS. 

Subsection (J) which provides that each production credit at^odatlon shall 
have a first lien on capital investments purchased and allocated to twrrowers 
and subseotlon (k), which provides that a production credit association may 
retire a borrower's capital Investment toward liquidation of a loan when all 
or a portion of the debt is In default are both, in efTect, reenactment oi exist- 
ing law. 

Section 2.14, which provides for the application of production credit asfiosia- 
tlon earnings Is a reenactmmt of existing law. It provides in snboectlon (a) 
that operating expenses including additions to reserve for bad debts first be 
met; thereafter, eomlnKS are to be used to: (1) Restore any impairment to 
capital; (2) Create and maintain surp'uB accounts as prescribed by the Fed- 
eral intermediate credit bank. Subsection (b) provides that net earnings may 
be distributed on a patronage basis to borrowers and that the surplus account 
may be allocated. Patronage refunds may be paid in accordance with the as- 
sociation bylaws in the form of stock, participation certificates, allocated sur- 
plus, or caph. When the Governor ho'ds stock In production credit associations, 
cash distributions shall be determined under Farm Credit Administration 
regulations. 

Section 2.15, which provides the basic authority for production credit as 
sodations to make short and intermediate-term loans and provide other flnan- 
cial assistance to borrowers, includes ten separate provisions, and the<« shall 
be discuf^ed individually. The first provides for rules and r^ulatlons govern- 
ing lending operations as prescrilied by the Board of Directors of the Federa' 
intermediate credit bank and approved by the Farm Credit Administration 
which 1)! a reenactment of existing law. This provision furthers the stated policy 
set forth by Congress encouraging farmer and rancher participation In man- 
agement control and ownership of the System, 

It is anticipated that, as at the present time, the Farm Credit Administration 
will establish general overall guidelines for lending operations and that the 
Federal Intermediate credit banks will then establish such rules and regula- 
tions as are appropriate to tlietr districts within these general guidelines. The 
elected boards of directors of the production credit associations in each district 
may then, at their own discretion, establish such lending policies wltbln the 
rules and regulations of the Federal intennediate credit bank as are appro- 
priate for its particular area. 

The second provision of this section authorizes loans to farmers and ranchers 
and the producers and harvesters of aquatic nroducts for agricultural purposes 
and other requirements of such borrowers. Existing law authorizes making of 
loans to farmer and ranchers for agricultural purposes and for other require- 
ments of borrowers and for loans to oyster planters. The purpose defined for pro- 
duction credit association loans of "agriculture punioses and other requlmnents 
of the borrower" is applicable to farmers and ranchers and producers and har- 
vesters of aquatic products In the projmsed Act, whereas it applied only to 
farmers and ranchers under existing law. 

This section, as proposed, would authorize lending to producers nr harvesters 
of aquatic products, whether or not such producers or harvesters are operating 
nnder controlled production conditions. It is not intended that prodnotloD credit 
associations would undertake to finance the entire range of the commercial 
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ashing indnetiT- Rather, It is antldp&ted that prodnctloD credit associaUcm loans 
would be made available to persons engaged In the fishing business prlmarUy 
as producers or harvesters who could meet appropriate credit standards. We 
are advised that a numher of Individuals in this industry would fall into such 

a classification but a large volume of new credit is not expected. 

Tlie tlilrd of the ten provisions in Section 2.15 authorizes loans to rural resi- 
dents for housing In rural areas. This authorization for loans to rural residents 
Is a new provision in Farm Credit law and is companion to that contained in 
Sections 1.8 and 1.10 of this proposed law for Federal land bank and Federal 
land bank associations. We anticipate that, under policies prescribed by the 
district Farm Credit Boards and under regulations Issued by the Farm Credit 
Administration, the laud banks will provide the predominant portion of the 
mortgage credit to rural residents. 

Production credit association financing would provide short- and intermediate- 
term rural housing loans for such purposes as alterations, repairs and addi- 
tions to rural homes and for the financing of mobile homes In rural areas. It is 
possible that there will be same individuals who are able and would prefer 
to finance a purchase or construction of a rural home on a 7-year amortiza- 
tion basis bnt, without any question, snch cases would be exertional. 

The fourth provisi(n in Section 2.15 authorizes loans to farm-related busi- 
nesses. This is a new provision in law which would anthoi-ize loans directly 
to persons or busrinesses providing sendees to farmers who would otherwise 
not be considered eligible. This provision is intended to provide credit ^rvlce 
to two types of farm-related businesses. The first is the custom-service opera- 
tor who performs functions which farmers formerly performed for themselves. 
Examples of su(4i functions are custom -combining, fertilizer ai^lcation, or 
orchard care. The second type function cont:mplated by this provision Is proc- 
essing, storing, or marketing of crops owned by growers. 

The Farm Credit Ad mini ."it ration will pre8crll)e rules and regiriatlons whidi 
will detail and regulate the entension of credit to farm-related busine^es. It 
Is not contemplated that commercial buMlness;-g which deal in sales to, or 
purchases from, farmers as merchantmen will lie eligible borrowers. Also, it 
will be required that one prerequisite to financing persons or businesses pro- 
viding custom services to farmers will be that it can be determined that there 
is a need for the services in the community which is not satisfactorily being 
met by a farmers' cooperative. It shall be the intent of the Farm Credit Ad- 
ministration in issuing rules and regulations governing this lending activity 
to assure that persons or businesses to be financed shall not be In direct com- 
petition with a farmers' cooperative. 

The question can fairly t)e asked ; What business do the production credit 
associations have In financing farm-related businesses? We feel that the pro- 
duction credit associations are Justified in asking for this broadened lending 
authority on Uie following basis : Major changes have occurred in the agricultural 
industry in recent years. Labor costs and the relative unavailability of labor have 
contributed to the need for more intensive mechanization in much the same 
manner as has occurred in other industries. The cost to employ greater mecha- 
nization is often excessive for small and medium-sized farmers since their 
utilization of much of the large and expensive equipment is too limited in rela- 
tion to the cost of such equipment for the investment to be feasible economically. 
As a result, it has become increasingly more practical for such farmers to hire 
certain of their functions performed than to "tool up" to do it for themselves. The 
financing of these farm-related businesses is, in effect, replacing credit which in 
the past was being used by the farmers themselves. If the smaller farmer is to 
remain competitive In many types of agricultural production, it is essential that 
he have access to custom services from persons or businesses engaged in pro- 
viding such services. The availability of sound credit to those providing such 
custom services will help assure their availability and since these businesses are 
basically engaged in performing agricultural functions, the production credit 
asaociatlona are well prepared to meet their credit needs. 

The ftfth of the ten provisions in Section 2.15 authorizes granting "other 
similar financial assistance" to eligible borrowers. This is a new provision in the 
production credit association law and would provide a means for the production 
credit associations to extend credit on some basis other than a conventional loan 
lelatlonship. While we do not see a broad application of this authority at the 
present time, it is conceivable that there would be cases in which some type of 
credit extension other than a loan basis would be helirful to agricultural 
producers. 

62-204 O— 71 1« 
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The slzth of the tea provlsioiis of particular inteieat In Section 2.16 wonld 
authorize the guai-aittee of or partldpaCloti with other lenders in extending joane 
and other similar fliuncial asMatasce to persons eli^ble to borrow from produc- 
tion credit asHociatlcmB. This new provision would pemilt production credit 
associations to work jolntl; with commercial banks. Federal Intermediate credit 
banks, OFIs, or individuals In making loans to persons otherwise eligible to 
borrow from a production credit association. These loans would be made by 
production credit association particiftation in loans made by the other lender or 
through a guarantee arrangement between the two lenders. The financing pro- 
Tided by participation with another lender would be through the assignment of 
an Interest in the notes and other legal instruments execated in connection with 
the loan to the borrower. 

This provision could be one of the most Important in the entire Title. Com- 
ment farm businesses have continued to expand qnlte rapidly and knowledge- 
able observers expect this trend to continue. The crenilt needs of tbaae conunwdal 
farmers have, in many cases, outgrown the lending limits of the local country 
banks in their areafl and many of these banks have expressed a desiie for direct 
assistance from, production credit associations In making loans which exceed 
their maximum lending limits. Under existing law, the only manner in which 
a production credit association can work with another lending inBtitutton in 
supplying credit to a borrower Is for each to have separate notes and other aap- 
porting documents. The result Is a ^llt line of credit which. In many cases, works 
to the ultimate detriment of the borrower. If the production credit aEBOciatitHH 
could participate in such loans by purcliaslng an assignment of interest in the 
loan, moch greater efficiency could be attained and the undesirable aspects of 
split credit line arrangements would be avoided. With both lenders working to- 
gether on a local basis, consultation would be easier, more Umely, and should 
be more fruitful due to the Ursthand information, experience, aod understanding 
wliich all parties to the arrangement would share. 

Direct participation between production credit associations and country banks 
in making loans to commercial farmers would permit these banks to retain 
a sizable portion of the loans In their own portfolioe. Many of these country banks 
liave rejwrted that their correspondent relationships with city banks are becom- 
ing unreliable, particularly during periods of general credit stringency In the 
economy. If utilized, this opportunity should be of major assistance to cooatrr 
banks and the agricultural producers whom they finance. 

Participation l)etween production credit associations and Federal intermedi- 
ate credit banlia which would be autliorizsd by this provision Is one means by 
which the risk of large loans could be spread. Often the production credit 
associations receive requests for large amounts of credit from individual borrow- 
ers and tlie risk exposure in connection with such loans may be exceseiTe in 
relation to tbe capital structure of the production credit association. If portions 
of such loans could ge sold in partl<^patlon to the Federal Intermediate credit 
bank, the risk of loss is spread over a much wider basis. The effect of sndi 
an arrangement is to Involve all of the production credit associations in the 
district in sharing the risk of loss in connection with such a loan. Snch an 
meats will facilitate a better distribution of risk and will also help to a 
t)etter handling of such large loans. 

The authority granted under this provision for production credit associations 
U) participate with iniiivlduals would not likely be used frequently. However, the 
provision could be of great l>enefit Co individuals in certain circumstances. 

The seventh provision in Section 2,1") authorizes production credit associations 
to own and lease farm equipment to stockholder-members. This is a new pro- 
vision in la.w which would pejnilt the associations to be of assistance to farmers 
in these areas. Agriculture has experienced a rapid change In production tech- 
nology and In tlie farm equipment Tised in agricultural production. ITieee devel- 
o^Hnents have increa'^ed the rate and the cost of equipment obsolescence for 
agricailtural producers. Production credit associations typically have many 
members who desire to test some new equipment innovations such as "no till" 
com planters before they Invest In such a new machine or use this new [riannlng 
method for their entire crop acreage. In addition, many young fsrmera, or part- 
time farmers, do not have large enough farm units to justify owning certain 
specialized large pieces of equipment, such as ammonia applicators, self-pro- 
pelled combines and forage harvesteri*- Additionally, In many areas custom h^ 
may not be available. I'nder such circumstance:", the small or part-time fannen 
who cannot jiuftlfy making the Invpntnient required to purchase the large apectal- 
IwmI ei|Ul|inient w^ould derive real t)enefit from production credit a no oc l» li<W 
leasing of uneh equipment. 
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Another poteaUal b«neflt to fanneTs throngti the use of this aattK>tltr ailMa 
b««use there are many fanners who Bnance farm equipment poivfaafles ttuvogll 
leose-pnrcbase af;reeai«nU. Tbe uitil«ririii£ flnanciiiK is normally famished by 
the mannfactnrer of the equipment or his franchlsed dealer. Tbe farmer par- 
chasing the eqoipmpiit wonld be In a superior competitive position If Im coald 
select the type of equipment lie needed and had aecess Ui a source of leaae-flnano- 
Ing through his production credit association. 

The eighth prOTlslon of particular Interest in Section 2.15 BpedflcaUy authorises 
tbe use by production credit associations of contractual Taiiable interest rates 
in loans to tbeir member-borrowers. Existing law does not specifically authorise 
Biich contractual variable Interest rates but baa been Interpreted to tbe elTet^ 
that they are permissible. This proposed section is specific in this regard. Produc- 
tion credit associations endeavor to provide loans to borrowers at the lowest pos- 
sible cost consistent with tbe cost of loan funds and operations and in such a 
manner as to assure tbe availability of sound credit to all qualified applicants. 
Cost of money In the money markets is tbe greatest single factor in determining 
the rate charged borrowers and the significant variations in debenture rates ex- 
perienced in recent years has made the establishment of au equitable borrower 
rate for terms as long as seven years or even for much shorter periods almost 
impossible. If variable rates are not employed, the loans which are negotiated 
when money costs and Interest rates are low must be subsidl2«d by those bor- 
rowers who negotiate loans when money costs and Interest rates are high. Vari- 
able interest rate contracts tied to tbe coat of money can enable malrttenance of 
rates of interest on each loan which will more nearly result in each borrower pay- 
ing a rate which most nearly approximates the cost of funds loaned to him and 
the association's other costs of doing business. The use of variable raites has been 
favorably received by virtually all production credit association borrowers and It 
Is blghly desirable that the specific authorization of tbia provlsitHi be a feature of 
the law. 

Tbe ninth provision in Section 2.15 provides for continuing commitments to a 
borrower for a line of credit This provision as set out specifically is new in the 
law but as In the case of the previous provision It has be«t interpreted that pro- 
duction credit associations have sufBcient legal authority to make continuing 
commitments to borrowers. The provision has been added in tbe proposed law to 
give uniformity between the lending authorities set for production credit asso- 
ciations and land banks. Production credit associations pioneered in tbe method 
of total financing for the borrower where continuing commitm*«t8 for given 
amounts of credit under specific circumstances for the period under consldera- 
Htion are the essence of the loan contract. The concept of llne-of -credit-financing 
has l>een Incorporated in the recently developed inventory line of credit and work- 
ing capital loans extended by production credit associations. The proposed spe- 
cific authority to extend continuing commitinents to borrowers strengthens the 
production credit assodations in tbeir efforts to meet the changing credit needs of 
agriculture and removes any possible question as to their legal authority to extend 
Huch continuing commitments. 

The last specific provision of Int*rest in Section 2.15 authorizes Farm Credit 
Administration to prescribe regulations as to classes of loans whlcb require 
prior approval of the Federal intermediate credit banks or the Farm Credit 
Admlnlstratioa. Existing law is specific In that all loans exceeding 15 percent 
and 35 percent of the production credit association's capital and surplus ac- 
counts require the prior approval of the Federal Intermediate credit bank and 
the Farm Credit Administration, respectively. The proposed language of this 
section contains no such specific requirement, but proposes that bank and Farm 
Credit Administration regulations will prescribe the types and anLOunts of 
loans which require prior approval. 

There is no Intention on the part of the Farm Credit Administration to imme- 
diately remove the 15 percent and 35 percent prior approval limitations as pres- 
ently set forth in law. These will continue to be features of regulation for the 
time being but, as studies can be made, these regulatory provisions will be 
Diodtflcd as seems Justifiable. The sole objective of prior review of loans Is to 
assure that tbe production of credit associations are maintaining ai^»^]t>riate 
lending polidee and loan quality. The greater flexibility which this provislcxi 
will provide will permit the Farm Credit Administration and the Federal 
intermediate credit banks to establish performance ratings on production credit 
associations to determine where tbe greater delegation of final loan amnoval 
rwpousibllity can safely be extended so as to reduce prior loan approval require- 
ments to a minimum and yet assure that tbe objective of appropriate lending 
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standards and loan quality are being maintained. TbU flexibility wlU allow Fann 
Credit Administration and the Federal intermediate credit t>ank8 to Bpeclflcatl; 
tailor their supervisory eflortB toward tlie best and most profitable use ot the 
supervisory resources available. 

Sections 2.5 and 2.16 grant authority to the Federal intermediate credit banlis 
and production credit aHsoeiations, respectively, to extend flnuncially-related 
services to borrower-members. These services would l>e functionally related to 
the business of estendlng agricultural credit and be of benefit to the member 
as an agricultural producer. Utilization of any services <^ered would be com- 
pletely optional for the member and any such services would be offered ooly 
on a self -sustaining basiis. Existing law authorizes banks and associations to 
extend services which are necessary and incident to the basic lending function. 
Interpretation o* this provision has been difficult and the uncertainty of its 
intent has precluded the banks and associations frowi offering services whlc^ 
have been requested by their members that would be of benefit to them in their 
farming operations. 

We submit that the Federal intermediate credit banks and production credit 
associations should clearly be granted this broadened authority for the following 
three reasons : 

1. The authority would permit the banks and associations to render services 
which would increase the efficiency and profitability of their members' farming 
operations. The banks and associations would be in position to provide financially- 
related services to which their members would not otherwise have access. In 
many instances, the banks and associations could provide better quality services 
or services specifically tailored to farm operations. Additionally, this authority 
would make it possible for the banks and associations to make available to 
their member-borrowers financially-related services at lower effective costs than 
would otherwise be the case. Finally, the membership would benefit indirectly 
as the extension of financially-related services would frequently permit banks 
and associations to make more efficient and effective use of personnel and 
equiinnent. 

2. The proposed authority to extend financially- related services would provide 
flexibility necessary for the banks and associations to meet the needs of their 
members for such services in the future. Governor William W. Sherrill of the 
Federal Reserve Board recently stated, in discussing the 1970 amendments to the 
Bank Holding Company Act of 1956, "I think the banking of the future must be 
more broadly conceived. We must recognize that its function is no longer pre- 
dominantly lending but must become a concept of greatly expanded flnandal 
service to its customers". Though the parallel between financially -related services 
offered customers by commercial banks and the services to be offered by the 
Federal intermediate credit banks and production credit a^oclations to their 
members is perhaps not perfect, the point of Governor Sherrill's comment is valid 
in reference to either one. The basic thrust of this entire bill is to provide a char- 
ter for the Farm Credit System which will allow it to meet both the present and 
future needs of its members and one of the unmistakable trends in agricultnra! 
finance is that as farming operations become larger and more complicated, they 
require not JuEt loans but a tailored iiackage of credit and related services. As 
wholly member-owned cooperatives, it is Incumbent on the Federal intermediate 
credit banks and production credit associations to be in position to respond to 
the developing needs of their members and the authority requested to extend 
financially-related services Is requisite to their being in such a position. 

3. The Federal intermediate credit banks and production credit associations 
should have the authority to extend financially-related services to their members 
because they would thus be enabled to engage in some experimentation and de- 
velopment of new approaches to provision of financially-related services to agri- 
cultural producers. One of the prime functions of the Farm Credit System since 
Its inception has been that of an innovator In filling a leadership role in the field 
of agricultural credit. It has served both as an example to other lenders and a 
yardstick by which their service may be measured. It goes without saying that 
nil agricultural producers, not Just Farm Credit System borrowers, have bene- 
fitted immeasurably. It is precisely this leadership or yardstick role in the area 
of financially-related services which the Federal intermediate credit banks and 
production credit .issociatlons would seek to play. We are confident that the real 
lieneficiaries of the competitive process would be. as in the case of the lending 
function itself, the entire spectrum of agrtcaltural producers. 

The inescapable ba^c Issue involved in flnancially-related services is tbat 
ot competition with other lenders, and others providing such services to agri- 
cultnrai producers. Equally Inescapable is the conclusion that the bualDen of 
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afnlcultniBl finance has and will contlnae to becmne l«aB an exdoMve lendtng 
ftiDction and will increaBlngiy evfrive Into a broader service to agriculture pro- 
ducers. The authoritr to extend financially-related Bervlcea that Section 2.5 and 
2.15 would confer on the Federal Intermediate credit banks and production creidit 
sRHociations, would assure that they coidd continue to ctmpete effectlTely In ttie 
developing agricultural-finance envlroiunent. 

At ttie seme time, it is Important to emphasize that such authority will not 
be abused to the end that the effective salutary comi>etltive balance that presently 
exists between the banks and associations of the Farm Credit System and com- 
mercial lending inatltutlons is destroyed. The Farm Credit System has not and 
does not seek to monopolize the field of agricultural credit. The System aharca 
\vlth all otSier knowledgeable observers the belief that the best efforts of all lend- 
ers will be required to meet the credit needs ot agriculture in the future. In the 
IflTO amendments to the Bank Holding Company Act of 1956, the CongresB In 
effect established two tests to be applied by the Federal Reserve Board in ai:^>rov- 
iag flnandally-related services to be extended by subaidlarles ot ^ngle bank 
liolding companies. ITie two tests are; (1) That the activity be functionally re- 
lated to banking ; and (2) That net public beneflts, i.e., greater com.petitiMi, re- 
sult from engagement in the activity. It would be the intent of the Farm Credit 
Adniinistration, In establishing overall rt^ulations to apply in the area of flnan- 
«laily-rdated services, that a parallel set of standards should apply as neeriy as 
practicable. 

Thank you very much, Mr. Chairman. It has been a pleasure to appear before 
the Committee. 

Senator Bellmon. Thank you, Mr. Johnson. 

Mr. Jaenke. Mr. Chairman, Don Roark is Deputy Governor and 
in charfi^ of the cooperative bank aspects of our supervisory authority 
and I would like for him to summarise his testimony, 

SIATEHEin' OF DONALD B. ROARK, DEFTJTT GOVERNOR AITD DIREC- 
TOR, COOPERATIVE BAUE SERVICE, FARM CREDIT ADMIHI8- 
TRATION 

Mr. Roask. Mr. Chairman and gentlemen of the committee, I am 
Donald B. Roark, Deputy Governor of the Farm Credit Administra- 
ti(m and Director of Cooperative Bank Service which has supervisory 
responsibility over the 13 banks for cooperatives. 

It is a privilege for me to highlight and summarize the major 
provisions of title III having to do with the banks for cooperatives 
and to indicate the consequential changes and some of the reasons 
for these proposed changes. 

Basically, title III consolidates present law found in various Farm 
Credit Acts and the Agricultural Marketing Act of 1929, amends cer- 
tain of these provisions and adds others believed necessary by the 
banks for cooperatives to meet their lending responsibilities, to recog- 
nize their status as taxable cooperatives under subchapter T of the 
Internal Revenue Code now that all Government seed capital has 
been retired, and to provide flexibility to meet changing agricultural 
and financial conditions so as to more effectively discharge the long 
established and frequently re.affirmed intent of Congress in fostering 
a sound dependable source of credit to farmer cooperatives. 

Section 3.3 has to do with bank for cooperatives stock; value; 
classes of stock ; voting, exchange. 

This section sets fortli the types of stock which may be issued — 
voting and nonvoting. The banks may now issue three classes of stock. 

Class A is nonvoting, nondividend bearing and issuance is restricted 
to the Governor of the Farm Credit Administration. All class A 
stock has been retired and there is none outstanding. 
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Class B is nonvoting, and may be owned by anyone. Noncumulatiye 
dividends of at least 2 percent but not exceeding 4 percent must be 

Eid before any savings are distributed as partronage refunds to 
rrowers. 

Class C is the only voting stock, is nondividend bearing and its 
issue is restricted to eligible cooperative associations and other banks 
for cooperatives. 

The bill would authorize various series and classes of stock. Voting 
stock would continue to be held only by banks for cooperatives and 
associations eligible to borrow. Only one vote would be permitted to 
each holder of voting stock regardless of the number of shares held. 
The same limitation now applies. 

There no longer appears a need for statutory proviatMis limitiiu^ 
the classes of stock. The authority to issue various classes of stock 
would strengthen a bank's opportunity to obtain capital from sources 
other than its membership or to offer established borrowers which 
have no immediate need for the funds an incentive, in the form of 
dividends, to leave investment in the bank for longer periods. The 
authority to issue various classes of stock would place the banks for 
cooperatives in a more comparable position with other cooperativee 
and corporations in terms of available alternatives in capitalization. 

Section 3.8, eligibility. The statutory requirements for determin- 
ing eligibility of a cooperative to borrow from a bank for cooperatives 
are related in this section. The bill provides essentially for the con- 
tinuation of the present basic statutory definition of an eligible 
borrower except that : 

1. The minimum percentage of voting control of the association 
required to be held by farmers or other eligible cooperative associa- 
tions would be established at 66% percent. 

2. Cooperatives whose members produce or harvest aquatic products 
would become eligible to borrow from the banks. 

3. The present limitation that an association may not pay dividends 
on member capital in excess of 8 percent per annum is deleted. 

Maintenance of farmer voting control in borrowing cooperatives 
at not less than 66% percent would permit the system to render credit 
service to more farmer cooi)eratives. This voting control change deals 
only with eligibility to borrow from the bank for cooperatives and 
would not change the tax status, charter, bylaws, or organization of 
any cooperative, as those matters are controlled by separate laws. 
Many small cooperatives furnishing farm supplies to their farmer 
members also sell to nonfarmers of the community or to their former 
members who have retired or otherwise given up active operations. 
In many areas of the country, particularly in the North Central States, 
it is customary for such member patrons to retain or acquire vot- 
ing stock. Sometimes this voting interest exceeds the 10 percent 
tolerance permitted by Farm Credit Administration regulations and 
the coopej^ive becomes ineligible to borrow from a bank for co- 
operatives. This situation is a disservice to the farmer members 
of such associations which are deprived of a source of credit even 
if the sales of supplies to farmers is virtually all of the businees 
done. As long as cooperatives continue to be controlled by and do 
most of their business with farmers, the banks for cooperatives should 
be permitted to serve them. The bill provides authority for ilix$ dte- 
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trict board to establish a percentage of requited farmer Toting control 
higher than the miuinmm 66% percent. 

Currently there are about 100 fishery cooperatives in the United 
States providing marketing, supply, and other servioes for tiieir mem- 
ber fishermen. Many of these are family-type operators who have 
joined together in a manner similar to, and for the same economic 
reasons as, farmers who have organized cooperatives for their mutual 
benefit. A number of these organizations have inquired about the credit 
services of the banks for cooperatives, because their various needs have 
not been met by existing sources. The bill would permit loans to finance 
marine and other fishery cooperatives which otherwise meet the eli- 
gibility and credit standards of the banks. Some future additional 
development is anticipated in shrimp, pompano, oysters, catfish, and 
other fresh and salt water products on a cooperative basis, and the 
banks desire authority to serve such developments. 

One of the present limitations on eligibility to borrow is that an 
association may not pay dividends on stock or membership capital in 
excess of 8 percent per annum. This bill would delete this restriction 
from the law and permit such rate to be approved under regulations 
of the Farm Credit Administration. The banks do not want to deny 
their credit services to cooperatives which find it necessary to pay 
dividends in excess of 8 percent to attract fanner or other investor 
capital. The main consideration here is to insure that any such rate is 
in line with going rates and that they are not fixed for the purpose of 
minimizing patronage refunds. 

Section 3.11 would provide flexibility in the distribution of the 
banks' annual net earnings and in permissive accounting treatment for 
current charges that are related to a prior year's operations. 

Under the statutory plan approved in title I of the Farm Credit Act 
of 1955, the banks for cooperatives were essentially reorganized to 
operate on a cooperative basis whereby all net earnings, exclusive of 
certain statutory deductions, are allocated to borrowing cooperatives 
on a patronage basis. Twenty-five percent must be allocated to 
borrowers and set aside in a surplus account and the remainder is dis- 
tributed to borrowers as a patronage refund. Of the total amount allo- 
cated or distributed to borrowers, 20 percent must be paid in cash to 
qualify such total amount as patronage dividends deductible by a 
bank for tax purposes under the Internal Revenue Code, and the 
remainder is issued to patrons in the form of class C stock. There is no 
statutory provision for a bank to use any o£ its earnings to establi^ 
and maintain an ordinary surplus account. All allocated surplus 
booked and patronage stock issued is subject to subsequent revolving 
into cash, oldest first, at the discretion of a bank's hoard of directors. 
This statutory plan served the banks well so long as there was any 
investment in their capital stock by the Government, the last of whidi 
was repaid on December 31, 1968. 

Under the bill the banks would continue as at present to operate 
on a cooperative basis. But the present statutory formula for disposi- 
ticm of the annual net savings would be modified to permit a bank's 
board of directors to determine (a) the amount of patronage refunds 
to be f>aid in cash, (b) the amount of allocated surplus to be set aside, 
if any, and (c) a reasonable amount that may be set aside to create or 
boild unallocated surplus or reserves. 
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The purpose for an unallocated surplus or reserve is to have an ac- 
court to which may be charged expenses or costs which are attributed 
to prior fiscal years or which might be difficult or inappropriate to be 
charged to current earnings or to allocated equities of prior years. 
For example, an accounting error might not be caught until after the 
close of the year, or a tax deficiency assessment may arise upon audit 
of a tax return, or a loss may be incurred upon the sale of a bank 
asset. Such items might be charged to such an account. 

The payment of franchise taxes to the United States by a bank 
would be required, as under present law, in the event it shall nave had 
Government- owned capital stock outstanding during a year. 

New authority would permit under Farm Credit law a net operating 
loss carry- forward or carry-back by a bank consistent with the special 
provision as to banks for cooperatives in the Tax Reform Act of 1969 
and the tax code generally. 

The above changes would provide the boards of directors of the 
banks flexibility in the disposition of net savings comparable to that 
available to and practiced by their farmer-owned stockholder coopera- 
tive generally and contribute to more equitable treatment of the co- 
operative-patrons of the banks. 

One final section in title 4, that I would like to comment on. which 
has to do with the aggr^;ate of obligations and collateral for the 
banks. This section limits agflfregate amounts of long-term notes, 
bonds, debentures, or other similar obligations which Farm Credit Ad- 
ministration may approve for issuance by the banks to an amount 
not exceeding 20 times the capital and surplus of the banks primarily 
liable for the proposed issue. It represents an increa.=e from the present 
statutory 8 to 1 debenture to net ratio now authorized for the banks for 
cooperatives. 

The banks for cooperatives experience considerable seasonal fluctua- 
tions in loan demand and need a maximum debenture to net worth 
ratio considerably above their normal operating level. Studies indicate 
the banks for cooperatives are conservatively capitalized compared to 
a number of other credit institutions. Discussions with securitv dealers 
and debenture purchasers indicate that in their opinion, the banks 
for cooperatives could operate at substantially hierher debenture to 
net wortli ratios without affectine the marketability of the banks' 
obligations. Confrre-ss has approved a debt to capital ratio of 2.5 to 1 
on the Federal National Mortgage Association, Congress established 
no ratio restrictions on Federal Home Loan Banks bonds which are 
their primary financing instrument. 

The bill continues to require debentures to be adequately collateral- 
ized. The system can gradually and prudently move to hi^er ratios 
under regulatory guidelines of the FCA. A beneficial effect wou'd be 
to moderate the future demands upon farmers to invest additional 
scarce capital in the banks to capitalize their gro^vth, recognizing that 
capital requirements for cooperatives and individual farming opera- 
tions are high and increasing. A long run result would be that tl» net 
effective cost of loans to farmers' cooperatives will tend to be lower. 
Title IV of the bill would permit the issuance of joint debt instru- 
ments for the banks for cooperatives, Federal intermediate credit 
banks and Federal land banks. This can be accomplished on a madi 
more logical and simpler basi» if identical statutory debt/capital 
ratios apply to all three systems of Farm Credit. 
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Mr. Chairman, it has been a privilege to summarize the major pro- 
visions of title III and a particular provision in title IV. I ask tJiat my 
compleite statement be made a part of the record. 

(The prepared statement of Mr, Eoark is as follows:) 

lUr. Chalrmfta and gentlemeD of tbe committee : I am Donald B. Boark, D^ratr 
Governor of the Farm Credit Administration and Dttector of Co<^>««tlTe Bank 
Service which has supervlBory responsibility over the 13 banks for cooperatives 
Oongresa baa charged Uie banks for cooperatives with the responalblllty ot pro- 
viding an adequate supply. of dependable credit on a sound business ba^s to 
eligible farmer purcha^ng. marketing and business services cooperftdvea to the 
end that the operatlona of Buch cooperatives might Improve the net Income of 
Ita members. 

Tbe initial capital of the 13 banks for cooperatives waa provided from funds 
available from the Treasury financed Agricultural Marketing Act revidving fnnd. 
E^m 1933, when the third credit system of the Farm Credit Administration — 
tbe 12 district and one Central banks for cooperatives were estaMlsbed— nntll 
1955, tbe borrowers of the banks were required to invest In stock of the bank 
on a temporary basis. 

In 1955 a plan was developed by which the borrowing cooi>erative8 wonld 
invest in stock In a permanent way over a period of years, and use the proceeds 
to retire Uie Oovemment seed capital. In 1968 this mutualizatlon concept — bor- 
rowers being required to purchase an amount of stock from the bank related to 
the loan with such stock to replace Government-owned stock — was fully accMn- 
pli^ied. Today, the 18 banks for cooperatives are wholly user owned, controlled 
and cooperatively operated. Congress, as well as the cooperatives who borrow 
from and own tbe banks, can take justifiable pride in tliie stgnlftcant 
accomplishment. 

It is a privilege for me to highlight each section of Title III Banks for Co- 
op«'atives and other pertinent provisions of the proposed "Farm Credit Act of 
1971" and indicate the consequential changes and some of the reasons for the 
changes. 

Title III consolidates present law found in various Farm Credit Acts and tbe 
Agricultural Marketing Act of 1929, amends certain of these provlslotis and adds 
others believed necessary by the banks for cooperatives to meet their lending 
req>onslbllltles, to recognise their status as taxable cooperatives under Sub- 
chapter T of the Internal Revenue Code now that all Government seed capital 
bas been retired, and to provide flexibility to meet (flanging agricultural and 
financial conditions so as to more efTectlvely discharge the long established and 
frequently reaffirmed intent of Congress in fostering a sound dependable source 
of credit to farmer cooperatives. 

SEC. 3.0. EBTABLISHUENT ; TPTLEB ; BBANCHES 

There are 12 farm credit districts and a bank for cooperatives is required to 
be estaWiahed tn each such district Bacb state and Puerto Rico are provided 
the services of the bank system and this would not be changed. The banks would 
continue as Federally chartered instrumentalities of the United States. Provl- 
Bloa is made not to require a bank In each district If two or more banks for 
cooperatives should merge with the new bank serving the same territory as the 
merged banks. Current trends in the numbers of farmer cooperatives and the 
potential shifts in agricultural production and marketing suggest that provision 
alkould be made for mei^r of banks wlieu changing conditions warrant so as 
to assure continued, efficient low cost credit service to farmer cooperatives In 
end) areas. 

Present law requires a Central Bank for Cooperatives with its principal ofBce 
to be located in the District of Coltumbia. The officers of Central Bank devote 
oonslderable amounts of time traveling to the district banks and to cooperatives 
Id whose loans they participate. Since their loans are located throughout the 
oitiDtTy with relatively few In the East, the board of directors of Central and 
Its management have requested authority to more centrally locate the bank 
» as to provide bc^tter service more efficiently. The owners of Central, the 12 
illstrict banks, support this proposal unanimously. Farm Credit Administration 
would need to approve any place selected hy the bank. 

Proposed law would permit the banks to change tlielr names from the cities 
la which they are located to oth^ geographical designations if desirable and 
appnqjriata 
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BEO. S.l. OOBPORATII EZiaiBIfOE; OBHERAI. OOBPmUTB POW^ 

This section specifically provides to-r corporate existence and states the general 
corporate powers of both the district banks and Central Bank. For the moat 
part tiese enumerated powers are the "usiial powers of corpora tlons" and have 
been granted the banks heretofore by Farm Credit Administration under its 
chartering authority or by statute, 'nie powers to make credit commitments and 
provide other assistance, to participate in loana with other banks for cooper- 
atives and with commercial banks and other financial Institationa are clarified. 



No change is made In the character of the Central bank board and the district 
farm credit boards will continue to also be the boards for the district banks for 
cooperatives. However, provision la made for establlslilng a board of directf^s 
in the event of a merger of banks. 

SEC. 3.3. BANE FOR COOPERATIVES STOCK; VALUE J CLASSES OF STOCK; VOTIRQ 



This section sets forth the types of stock which may be Issued — voting and 
nonvoting. The banks may now Issue three classes of stock. 

Class A is Doaviotliig, nondivldend bearing and laaaance Js restricted to tlie 
Governor of the Farm Credit Administration. All class A stock has been retired 
and there is none outstanding. 

Class B Is nonvoting, and may be owned by anyone. Noncumulatlve dividends 
of at least 2 percent but not exceeding 4 percent must be paid before any savings 
are distributed as patronage refunds to borrowers. 

Class C Is the only voting stock, is nondivldend bearing and its Issue la 
restricted to eligibile cooperative associations and other banks for co<^>eratlveB. 
In addition to one qualifying share of class C stock, borrowers must acquire 
aditlonal class C stock by direct purchase related to the amonnt of Interest 
paid to the bank. When Central Bank wakes a direct loan or participates la 
a loan made by a district bank, class C stock is purchased by the borrower In 
the district bank which in turn purchases class C stock of the Central Bank. 
Only district banks own class C stock In the Central Bank. Class C stock la 
also issued to borrowers In partial payment of patronage refunds. 

The bill would authorize various series and classes of stock. Toting stock 
would continue to be held only by banks for cooperatives and associations 
eli^ble to borrow. Only one vote would be ipermltt^ to each ttoId«T of votinc 
stock regardless of the number of shares held. The same limitation now ap- 
plies. Also nonvoting stock could be exchanged for voting Bto<± by an ^Igltile 
association. Nonvoting, nondivldend bearing stock conld also be Issued to the 
Governor of the Farm Credit Administration, as at present. 

There no longer «{)ipears a need for statutory provisions limiting the classes 
of stock. The authority to issue various classes of stock would strengthen a bank's 
opportunity to obtain capital from sources other than Its membership or to offer 
established borrowers which have no immediate need for the funds an incentive, 
in the form of dividends, to leave Investment In the bank for longer periods. ^K 
authority to issue various classes of stock would place the banliB for cooperatlTea 
In a more comparable position with other cooperatives and corporations In terms 
of available alternatives In capitalization. 

The marginal return on capital Inputs both at the farm and cooperative level 
is generally favorable and the judicious use of capital frwn nonagrtcultural 
sources by the banks for cooperatives could serre to increase total farm. Income 
even though such capital may demand a relatively high rate of return. 

When a bank for cooperatives experiences very rairid loan growth It la pres* 
ently obliged to maintain high operating spreads, establish a high rate ot re- 
quired class C stock investment, or extend Its revolving cycle or use some 
combination of these three alternatives to accommodate needed additional cai^tal. 
All three present alternatives have the effect of increasing the net effective cost of 
loans to all of the bank's borrowers. 

This section authorizes the Issuance of different classes of stock, both TOUng 
and nonvoting, as determined by the board of directors of the l>ank with the ap- 
proval of Parm Credit Administration. Anthority for such flexibility In capitali- 
zation of the banks for cooperatives Is needed to meet changing buBlness and 
financial conditions. 
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am. 1.4, pmoKHDB 

One reason whj very Uttte class B (nonvoting) stock has been Issued la becaiue 
of tbe 4 percent limitation on dividends. Tlila section would remote the 4 percent 
specified maximam rate. Dividend rates on nonvoting Issues will be determined by 
the tKMird of directors of a bank, subject to tbe approval of tbe Farm Credit 
Administration. Authority to pay dividends In amounts tbat will attract InTOSt- 
ment capital recognizee the reality that returns on Invested capital have 
floctnated in recent years and that a statutory rate limitation could restrict 
capitalization of the banks. 



The retirement of stock provisions are eeBentiaUy tbe same as presHitly In 
eflfect. Any Goverament-owned stock ontntaniling will retain Its present statntory 
status of priority of retirement over aU other stock issnes. Following such retire- 
ment, the capltai stock owned by eooperatlveH may be retired. Under presMit law 
such Btock is retired on tbe revolving plan in the order of its date ot issue, oldest 
outstanding first. All capital equities issued prior to the enactment of this Act 
would be retit«d first to preserve eilatiog rights. Tbe intent of tbls section Is to 
provide greater flexibility in the retirement of Issues of voting tuid minvoting 
stock tbat may be issued anbeeqnent to tbls^ct. ' 

BEC. S.S. OUARANTT FUND SUBSORIFTIOHB IH UKC OF BTOCK 

The provision for guaranty fund subscription Is retaloed to permit a^isoclatl<»i8 
wlilch may be prohibited from purcbaslng stock In anoUier corporation to satlsl^ 
the stock ownership requirement for borrowers by subflcrlbing to a guaranty 
fund equivalent 



Tbls section clarifies present authority of the banks to make loana and com- 
mitments and to provide technical and other flnanclal assistance needed by 
cooperative borrowers. EiEmples of technical and other financial asslstauce 
wbnld include counseling In budgeting, capitalisation, director 'and managememnt 
training, educational services and related matters. Additional authority is In- 
cluded permitting accommodatkm. of credit services with other financial in- 
stitutions. The growing credit needs of some borrowers require that credit in- 
Altutlons participate and wort together In providing credit service. Provision is 
also nnde for banks for cooperatives to acquire property for lease to eligiUe 
borrowere. Tiiia Is a technique developed by other business lenders to meet needs 
of certain borrowers in corporate financing. 



The statntory requirements for determining rilgibillty of a cooperative to 
borrow from a bank for coooperatives are restated In Oils section. The Mil pro- 
vides essentially for tbe continuation of tbe present basic statutory definition 
of an eligible borrower except tbat : 

1. 0^ minimum percentage of voting control of ttae association required to 
be hdd by farmers or other eligible cooperative associations would be estab- 
lished at m% percent. 

2. OooperaUves wbose members produce or harvest aquatic products would 
become ell^ble to borrow from the banks. 

a The present limitation that an association may not pay dlvideods on 
member capital In excess of 8 percent per annum is deleted. 
Maintenance of farmer voting control in borrowing cooperatives at not less 
than 68% percent would permit the By a tern to render cr^t service to more farmer 
cooperatives. This voting control change deals only with eligibility to borrow 
from the bank for cooperatives and would not change the tax status, charter, 
bylaws or organization of any cooperative, as those matters are controlled by 
serrate laws. Many small cooperatives fumlsbing farm supidies to their farmer 
memlwra also sell to nonfarmers of the community or to their former mem- 
bers wbo have retired or otherwise given up active farming operations. In many 
areas of the country, particularly In the north central states, It is customary for 
such member patrons to retain or acquire voting stocli. Sometimes tills voting 
taterest exceeds the 10 percent tolerance permitted by B^rm Credit Admlnlstra- 
tlcm regulations and the cooperative becMnes IneligiWe to borrow from a bank 
for cotqieratiTes. Tbls situation is a disservice to Oie farmer members of snch 
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aaaociations whicb are deprived of a aource of credit even if the sales ot sop- 
plies to farmePB ia virtually all of the business done. As long as cooperatives 
continue to be controlled by and do most of their business with fanners, the 
banks for cooperatives should be pennitted to serve them. The bill provides 
authority for any district board to establish a percentage of required fanner 
voting control higher than the minimum 66% percent. 

Tliere are about 100 Bahery cooperatives in the United States providing mar- 
keting, supply and other services for their member flshermeo. Many of these are 
family-type operators who have joined together In a manner similar to, and for 
the same economic reasons as, farmers who have organized cooperatives for their 
mutual lieneflt A number ol these organizations have inquired about the credit 
services of the Imnks for co<s>eratlves, because their various needs have not been 
met by existing sources. The bill would permit loans to flnance marine and other 
fishery cooperatives which otherwise meet the eligibility and credit standards of 
the banks. Some future additional development is anMclpated In shrimp, pom- 
pani), oysters, catfish, and other fresh and salt water products on a eooperative 
basis, and the banks desire authority to serve such developments. 

One of the present ilmitatlons on eligibility to borrow la that an assodatlon 
may not pay dividends on stock or memherahip capital in eiceaa of 8 perc^ri: per 
annum. This bill would delete this reatrirtlon from the law and permit such rate 
to be approved under regulations of the Farm Credit Administration. The banks 
do not want to deny their credit services to cooperatives which find it necessary 
to pay dividends In excess of 8 percent to attract farmer or otber investor capital. 
The main consideration here Is to Insure that any such rate Is In line with going 
rates and that they are not fixed for the purpose of minimizing patronage refunds. 



Under present law borrowers are required to purchase voting stock (dass C) 
on a continuing basis In two ways : ( 1 ) An amount equal to between 10 and 26 
percent of loan Interest must be purchased every 3 months, or whenever Interest 
Is due. and (2) a portion of the bank's net earnings each year are paid as patron- 
age refunds In the form of voting stock (class C). When there is no Government 
stock invested In a bank, it may retire such Stock, oldest outatan*ng Issues first, 
provided the remaining capital Is adequate to carry on the bank's business. Gen- 
erally the banks retire one year of old capital for each year of new cai»ltal and 
the banks typically have about a 10-year revolving cycle. This system of capital- 
ization, called a revolving fund or plan, has been In effect since January 1, 1966. 
Prior to that date borrowers purchased stock equal to 5 percent of their loan, or 
2 percent In the case of commodity loans, and by law such stock was retired at a 
borrower's request when the loans were repaid. 

Recently there has been increasing Interest among aome borrowers to return to 
the fully capitalized loan principle which Is still being used in loans of produc- 
tion credit associations and the Federal land banks. District banks experiencing 
rapid growth In loan volume are pnable to obtain sufficient capital promptly 
enough from borrowers to support their growing lending operations. The banks 
desire greater fleiiblltty in how they are capitalized, and the proposed law would 
permit a bank to use the revolving plan as at present, a fully capitalized loan 
plan, or a combination of the two, or such other basis as would be approved by 
the Farm Credit Administration. 

In view of the need to sell or purchase participations In loans to some co- 
operatives, the bill would not require a capital investment for any pordon of a 
loan held by a lender other than a bank for cooperatives. There Is so sound rea- 
son to require such an Investment on that part of a loan supported by capital 
of other financial institutions. 

D APPLtcATiOK ox 



SEC. 3.11. EARNINoa AND BBSEHiVES ; APPLICATION W BAVmSa 

This section would provide fiexibiUty in the distribution of the banks' annual 
net earnings and In permissive accounting treatment for current chafes that are 
related to a prior year's operations. 



-dhyGoot^le 



Under the ststntory plan approved In title I of tbe Farm Credit Act of 19S6, 
the banks for cooperatives were essentially reorganized to tqierate on a coopera- 
tire basis whereb; all net earnings, exclusive of certain statutory deductions, are 
allocated to borrowing cooperatives on a patronage basis, Twenty-flve percent 
must be allocated to borrowers and set aside In a surplus account and the re- 
mainder is distributed to borrowers as a patronage refund. Of the total amount 
allocated or distributed to borrowers. 20 percent must be paid In cash to qualify 
such total amount as patronage dividends deductible by a bank for tax purposes 
under the Internal Revenue Code, and the remainder is issued to patrons in the 
form of class C stock. There is no statutory provision for a bank to nae any of its 
earnings to establish and maintain an ordinary surplus account All allocated 
surplus booked and patronage stock Issued is subject to subsequent revolving 
into cash, oldest first, at the discretion of a bank's board of directors. This statu- 
tory plan served the banks well so long as there was any investment In their 
capital stock by the Government, the last of which was repaid on December 31, 
1968. 

Doder the bill, the tanks would continue as at present to operate <m a 
cooperative basis. But the present statutory formula for disposition of the 
annoal net savings would be modified to penult a bank's board of directors to 
detesmlne (a) the amount of patronage refnnds to be paid in cash, (b) tbe 
amount of allocated surplus to be set aside, to create or build unallocated sundns 
or reserves. The aiwve ^tiange could l>e used only during a year when a bank has 
no capital stock outstanding held by the United States. 3nch disposition of net 
savings would ibe made under regulations prescribed by the Farm Credit Admin- 
istration. These shall insure the continued sound adequate capita tlsatimi of 
tbe banks to meet the changing financing needs of eligible cocqieratlve borrowers 
and pmdent corporate fiscal management. They shall also be oonsietent with 
the general cooperative principle that current year's patrons carry their fair 
share oif t^ cairitalizatJon, nitlnmte expenses, and reserves related to the year's 
operations. The fiextbtllty provided would permit banks to better manage th^r 
capftal stock and snipluB to accomplish cajdtal objective. These, of course, 
vary by banks and rigid requirements for dlBtribntlng earnings do not always 
best fltall ctreumstances. 

The purpose for an unallocated surplus or reserve is to have an account to 
which may be chained expenses or costs which are attributed to prior fiscal 
years or which might be difficult or inappropriate to be charged to current 
earnings or to allocaled eQuItles of prior years. For example an accounting error 
might not be cai^ht until after the close of tlie year, or a tax d^olency assess- 
ment may arise upon audit of a tax return, or a loss may be incurred upon tbe 
sale of a bank asset. Such Items might be charged to such an acconnt. 

The payment of franchise taxes to the United StatM by a bank would be 
required, as under present law. In the event it shall have had Government-owned 
capital stock outstanding during a year. 

New authority would permit under Farm Credit law a net operating loss 
carryforward or carryback by a bank conristent with the special provision aa 
to banks for cooperatives In the Tax Reform Act of 1969 and tbe tax code 
generally. 

The above ahnnges would provide the boards of directors of the banks flexiUUty 
in tbe diapoeltlon of net savings comparable to that available to and practiced 
by tbetr farmer-owned stockholder cooperative generally and contribute to more 
equitable treatm^it nt the coopnative-patrons at the banks. 

SBC. S.13. lasTRiBiTTion or assets Ann uquinATiON or tassoLtiTtON 

To oomidy wltb one of tbe basic prindiriee of cotqieratlve law provltdon to 
made for tbe possible dlssolutltHi of the banks for cooperatives and, in that evMit, 
for the distribotion of their remaining assets to their members. I^e eidtstance Wt 
existing law Is rcenacted. The detennliiatioa of the dlstrilmtlmi of unallocated 
reserves, If any, is left to rules to be prescribed by the Farm Credit Admin- 
istration. 

BBO. S.IS. TAXATION 

Tbe tax ebatns of the banks for cooperetlTes nnder existing law 1b reenacted. 

BDC. 4.S. AOOBBQATG W OBUOATIOIfB ; OIXJ.ATEItAI, 
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for iMaance iu the tanka to an amoimt not exceeding 20 times tbe c^ittal and 
snndna of tbe faankn primarily liable for tbe propoeed iarae^ It r c p rac nta an 
increase from tbe present statatory S to 1 debenture to net wortli ratio now 
antlHwized for tbe banka for coopera tlTep. 

Loan Tolnme of tbe banks for cooperatives bas Increased rapldlr and has 
tri[ded In tbe last 10 rean. Capital funds generated In tbdr openUlMis bave 
been osed tHdmarily to repa7 OoTnmnent capltftL Qtowtii in loan demand In 
tile decade abead Is ^cpected to accelerate. Tbla projected fnrtber crowtti [rfn- 
polnts tbe need to remove the constraint ot the ■prtmeat 8 to 1 debenture to net 
wortb raUo whlcb «onld be reached tbla fall if certain contingrades materlallie. 

'nie banks for cooperatives experience considerable aeasmal flnctnatkms In 
loan dranand and need a maxlmnm debenture to net wortb ratio conaldesaUr 
above tbelr normal operating level. Studies Indicate the banks for cooiieratlTefl 
are conservatively capltalleed compared to a number at other ciedtt Instlta- 
tlons. Dlsmaeions with security dealers and debenture porcbaserB Indicate that 
m their opinion the banka for coopemtiveB conld <^>erate at substantially h' ~ 
debentore to net worth ratios wltbont affecting the maiketaUllty at tlie b 

obligations Oongress has approved a debt to capital ratloof 2Stoloatbe'Fe 

National Mortgage AsaoclBtlon. Congress estabUabed no ratio restrictions on 
Federal Home Loan Banks bonds which are their primary flnanclns Uwtznmmt. 

The bin contlnnee to require debentures to be adequaMy coUatoallud. Tbe 
systemi can gradually and prudently move to lilgher ratios under reptlatory 
guidelines of the FCA. A beneficial effect would be to moderate the future 
demands upon farmers to invest additional scarce capital In tbe bante to capi- 
talize their growth, recognizing that capital requiremente tor cooperadves and 
Individual farming operations are high end increasing. A long run result vonld 
be that the net effective cost of loana to farmers' cooperatives will tend to be 
tower. Title IT of the bill would permit the iBsnance of Jotnt d^t i n s tru ments 
for the banka for cooperatives, Federal intermediate credit banks, and Fedsrat 
land banks. This can be accomplished on a much more logical and Ampler basis 
if Identical statutory debt/capital ratios apply to all tbree systems of Fann 
Credit. 

Mr. Janekb. Mr. Chairman, with your pepmission, then, we would 
like to ask our General Counsel, Mr. Howard Campbell, to Bummatiie 
the remainder of title IV, which is entitled "Ppovisions," on page 69 
of the bill, provisions applicable to two or more classes of institutaons 
in the system, and title V, page 79, District and Farm Credit Ad- 
ministration. 

STATEMENT OF HOWARD T. CAMPBELL, G-ENEBAL COITVSEL, FASM 
CREDIT ADMINISTRATIOK 

Mr, Campbell. Mr. Chairman, as indicated, title IV contains -^xo- 
visions applicable to more than one class of institutions in the system. 
It begins with a discussion of the power of the Governor of tlie Farm 
Credit Administration to purchase stock in the intermediate ctedit. 
banks, banks for cooperatives and production credit asaociationfl. 
This is a continuation of existing law. The proposed modification 
thereof limits those purchases to situations in which it is necessary 
to meet emergency credit needs of the borrowers of these assodatifHls 
Thus, it is now proposed that this be temporary investment, as oon- 
trasted with the original investment of governmental capital in the 
associations and the revised acceleration provisitms under which liie 
banks did retire all of the original capital investment. Again when 
there was Government capital, and if there should be additional Gov- 
ernment capital put in, there would be a franchise tax payable by the 
land banks and the Federal intermediate credit banks and banks for 
cooperatives. 

The stock purchases, in the case of the banks for cooperatives, would 
be out of a revolving fund now which has an aggregate balance of 
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over $148 million, utd, in the case of the Federal intermediate credit 
banks and production credit Bssociation, out of a revolving fund ap- 
proadiin^$112 million. 

There is no funded authority for purchase of land bank sto^ and 
if such would be done it would require an appropriation. There is, 
however, a provision in the existing law, whicn would be mpeated, 
for the Secretary of the Treasury in his discretion to advance to the 
land banks for their use on a certificate of indebtedness not to exceed 
$6 million. These are the only provisions of existing law or of pro- 
posed law which result in any support by the Federal Government 
for the bonds and debentures of the ^stem institutions. 

These are preserved in the bill because of commitment that was 
made at the time the original Grovemment capital was paid out, that, 
in recognition that such an early pay down would prevent associations 
and buLks from accumulating uie necessary capital as fast as they 
mi^t otherwise if they had not accelerated their pay down, these re- 
volving funds would be retAined as available for stock purchasee in 
case they should find some emergency situation. 

Equally important to the loan making functions of the banks and 
institution is the funding of the system. The funding of the land bank 
system under the original act established a precedent for this type of 
operation. It has now become very popular and there are some 13 (Gov- 
ernment or quasi-GrOvemment agencies authorized to obtain the neces- 
sary funds through what has bSrome known as the "agency market." 
Some fear has been expressed that this market may become near 
saturation because of the proliferation. It was the firm conviction of 
the advisory cc»nmittee on financing the system that the farm credit 
system should reduce its entry into uie agency market and that in the 
future it would be essential that the three branches of the system ob- 
tain their necessary funds by joint undertakings, through the issuance 
of a system wide bond, debenture or other necessary paper. The mar- 
ket makes little distinction today between the consolidated issues of 
the three separate branches of the system, except as the varying ma- 
turities affect the yield and return on paper. This proposed single se- 
curity it could be issued in such series as would match the maturing 
outstanding issues and provide for a better coordination of the future 
maturities, not only among the banks in meeting their projected needs, 
but also would permit a better meshing of maturities of these issues 
with other agency issues and with issues sold by the Treasury. 

The Advisory Financial Committee was also in agreement that to 
accomplish this end it would be necessary for all of the banks of the 
system to become liable on such single security issue. The bill does pro- 
vide that, just as is true in the case of the consolidated issues, the banks 
in each of the three branches of the system would be primarily liable 
for the bonds and debentures for which one of the sister banks would 
be liable and only after that branch in its entirety was unable to avoid 
the default would a call be made on each of the other branches of the 
system. 

The bill does provide flexibility for the banks using the full range 
of the type of debt obligations now available to private banks. Tlie 
actual rates and maturities for debt issues is now determined by a com- 
mittee of presidents of each three banking systems and each commit- 
tee has a subcommittee. 
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The bill would extend this technique to the issuance of a single se- 
curity so that the determinations as to rates, terms, and conditions for 
each of the issues would be decided on behalf of the banks by these 
subcommittees. 

As it is true now, the final approval of those issues would reside in 
the Farm Credit Administration. 

Most of the bonds and debentures of the banks and associations are 
now marketed through a fiscal agent located in New York City and 
through a list of dealers who peddle the paper throughout the invest- 
ing public. This fiscal agent would be continued but his function might 
be enlarged under the bill to get into the area of more effective use of 
the proceeds of debt issues and better flow of interbank and inter- 
system funds. This would be somewhat similar to a function now per- 
formed by the central bank for the 12 remaining banks for coopera- 
tives. 

Provision is also made in connection with the issuance of the bank's 
paper to permit delivery of the bonds and debentures by "book entry." 
The Treasury has now through the Federal Reserve in New York 
put most of ite issuances on 'nwok entry" in order to avoid actual 
physical transfer of these securities at the increased hazard of loss 
in transit. There is talk of doing this in the agency market as well, 
and we ask this authority so we can be equipf»d to do that and the 
Federal Reserve can take care of our securities on "book entry." 

There is also a provision authorizing wire transfer Ijetween Fed- 
eral Reserve Banks which will expedite the transfer of securities. 

Part B of title IV deals with the possible necessity of merging 
banks in two or more districts with banks operating under com- 
parable charters. The changing character of the loan demand and 
of dollar volume has promoted discussions as to whether it would 
not be more economic to merge, let us say, a bank for cooperative 
in one district and a bank for cooperative in another district to cut 
down on the overhead. These studies are now going on. Whether it 
eventually is determined to be feasible and practical is, we think, 
somewhat down the road, but we believe the bill should provide 
that authority. 

There is also provision for encouraging mergers of associations 
of like kind, a PCA with a I^A, et cetera, should it be more feasible 
and more economical to operate a larger association. 

Title V of the bill preserves the existmg structure of the district 
board of directors, operating as a single Board for the three banks 
in each district, and the existing structure Farm Credit Admin- 
istration, including the Federal Farm Credit Board. The changes 
made in the selection of the district board members are minimal. 
They are, first, to permit the farm credit to make an advance certi- 
fication of elected strength of associations for the purpose of voting? 
for electors, and second, the elimination of the present provision 
requiring that the ballot for those directors be held for their inspec- 
tion and the inspection of the defeated candidates. That seemed 
undemocratic and undercuts the secrecy of the ballot so it is eliminated. 

The third change is to have district elections between only the 
top three candidates which are nominations poll, in lieu of the top 
10. to cut down on costs. History shows nobody who did not run 
third in the nominating poll was ever elected anyway. 
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Fourth, to require runoff elections in case of a tie rather than, 
IS under the present law, the Farm Credit Administration would 
select one of tne tied candidates whicli shall be declared elected. 

Since any future investment by the Governor in stock of a banlc or 
association will be only of a temporary nature and since the tenn of 
district directors is 3 years, the present provisions of law giving the 
Governor the power to appoint additional district directors whenever 
the Government's investment equals one-third of total stock, surplus, 
and reserves of the bank, or of the production credit association of 
the district collectively, have been omitted. 

The district farm credit boards would be given additional specific 
powers in conjunction with their supervision of associations, joint em- 
ployees, and interdistrict functions. Present law authorizes the district 
board to provide joint employees and joint services to the three banks 
in the district. This has proved to be a very effective method of reduc- 
ing operating costs and providing a correlation of activities of the 
separate banks. The same ends, in many instances, can be accommo- 
dated across district lines by this new authority. Joint use of comput- 
ers for recordkeeping, program analysis and planning is a prime 
example of interdistrict cooperation resulting in better service and 
lower cost. 

The district boards would also be given a specific new fimction in 
the policy area of the funding operations of the banks. This would not 
invmve the detailed administrative functions of the Management Fi- 
nance Committee discussed earlier, but would provide a vehicle for ex- 
pression of views of representatives of ownership concerning the need 
for funds and the pattern of debt structure of the banks in the 
district. 

The present function of the Federal Farm Credit Board to imple- 
ment the farm credit legislation with r^ulatorr and policy guidelmes 
would be continued. The function of the Farm Credit Adminis- 
tration as a supervising, regulatory, and examination agency, to rep- 
resent and protect the public interest in the operation of the banks and 
associations, is preserved. However, carrying forward the congressional 
policy of decentralisation of authority and operations, the powers 
and authorities specifically r^erved to the Farm Credit Adminis- 
tration in the bill have been reduced from those in present law in 
light of the successful experience in borrower ownership, control, and 
management during the past 20 years and the prospects of less need for 
participation of the regulatory agency in the details of making and 
servicing loans. In many areas, the public interest can best be protected 
by correlating the activities of the banks rather than by proscription 
of the manner in which the functions of the banks and associations 
shall be carried out. 

The format of the bill necessitates the repeal of exiting farm credit 
laws but the savings clause will avoid any disruption in the operations 
of the system or questions concerning the validity of acts done and 
obligations entered into under prior law. 

CHher laws to be amended by the bill include authorization for the 
Federal Reserve banks to act as fiscal agents of the land banks and 
banks for cooperatives as well as for intermediate credit banks, as now 
authorized. The chief executive's position would be changed from 
level IV to level III in the executive pay schedule to recognize the 
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comparability of the Farm Credit Administration -with the ^recntives 
of other agencies having comparable responsibilities. 

The pnnt of S, 1483 contains a few printing errors which I will 
identify to the staff of the committee by a line and page list. 
Page 4, line 6, substitute the word "credit" for "credits." 
Page 8, line 12, insert a comma after the word "conditionfl." 
Page 8, line 16, insert a comma after the word "borrowers." 
Page 33, line 12, substitute the word "any" for "and" after "(7)." 
Page 55, line 11, substitute the word "Cfooperative" for "Cooper- 
ating." 
Page 64, line 15, substitute the word "Wherever" for "Wbenevw." 
Page 79, line 3, substitute the word "Organizations" for 
"Organization." 

Page 106, line 20 and 21, insert between theee two lines the 
following : 
"Part C — Other Laws." 

I ask that my complete statement be made a part of the record. 
Thank you, Mr, Chairman. 

(The prepared statement of Mr. Campfbell is as follows :) 
Reference has been made in tbe statements relating to the first tbr«e titles 
of the bill to the power of the banks and associations to tame stock for pordittBe 
l^ the QoTemor of the Farm Credit Administration, The Oovemor sMr DOir 
purchase stock In the banks for cooperativee out of the revoivbag fund now as- 
gregatlng 3148,091,000 originally provided In tbe A«ricultnral MarfceUng Act. 
The purchase of stock In production credit assoclntlons and tbe intermediate 
credit banks may now be made ont of a revolving fund aggregstin; tlll.706|OQO 
as prescribed In the Farm Credit Act of 1961. Present law autlx^iea tbe par- 
chase of stock in land banks. Also, the land banks bmj recedve from the Secreiu; 
of the Treasury in his discretion a deposit of not more than 16 mlUlon not other- 
wise appropriated for the temporary n»e by the land bank& The lotermedate 
credit banks and banks for co<q>eratiTes are required by existing law to pay as a 
franchise tax 25 percent of their remaining net earnings after payment of Ofl^rat- 
Ing expenses, restoration of any Impairment of capital, and matntenace of the 
required surplns^s. The amount of this tax is not to exceed a cMuitated average 
rate of Interest on pnbUc debt Issued by the Treasury for tl» inecedlns year, 
nils tax is payaUe for any year In wMch the Oovemor htdds stock in any mititi 
Instltntloa. The production credit associations pay dlTldends <»i tlie BkoA bdd 
by the Governor rather than a franchise 1«t. The two revolrtn|[ fnnds will con- 
tinue under the bill to be available for stock purchases by the Governor In Uie 
production credit afiBodationa Intermediate credit banks, and tianks for coop- 
eratlves, reapectively. llie bill would continue to require the payment of 26 
percent of the net earnings of en institution In any year that the Governor holds 
8toi?k but not to exceed a rate computed to be tiie yield on outstanding iaanes 
of public debt Issued by the Treasury In the preceding year. 

Taking into account the present capitalization and reserves of the banks, It Is 
unlikely that in the foreseeable fnture additional stock porchasea by the Gover- 
nor would be required. However, when provisions were made for the complete 
retirement of the earlier stock purchases in the banks and assocIatloiM l>y tbe 
Governor at an accelerated rate, it was clearly nnderstood that tbe effect ot 
such early retirement wonld have the effect of limiting the rate at which the own- 
ers of the banks could Increase their cai^tal structure and, therefore, there nilght 
be a future need for reinvestment on a temporary bads. Hie effect ot the prorl- 
slons of the bill would preserve that understanding. 

IQqually Important to the function of the banks in making loans and providing 
services to ellglblp borrowers Is their function as a conduit of Inwotuient funda 
from the wbolenale money markets to rural communities. Tlie pmblemB of the 
three branches of the System in this refrard are quite similar so tbelr fuuUnc 
authorities have been combined. Their present authorisations to obtain funds 
needed in their operations on their Individual respondbility and by Uie It 
ot collateralized notes, bonds, and debentures in preserved. Also, the prea. . . . 
thority of the three bankluR systems to Issue consolidated obllfcations will be 
continued. A new authoriaition for Systemwide obligations Is li 
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Tte ftmdliig of ti>e butd baiA s;stxni nodcf Oie origfiMl act tliililtolml a 
precedent for tills type of funding. It has become « Ter^ popolar metliDd. Then 
are now some 13 agemdce antborlsed to obtain necesauy funds Uironili wbat lua 
become known aa tlie agency market. Borne fear baa l>een expteamd tbat tlila 
proliferation may be reaching Uie saturation point. It wtta the Ann couTloOon 
at an adrlsMT ccnunlttee of recognlaed Anaadal leaden that the Farm CretUt 
Srstem shotM rettace Its entries Into the maitet and tliat In the fotnie H 
vonM be enentlal tbat the tbree tiraikches of Iflie SyMem oMala their oscMUOT 
funds by the Ismance ttf Systemwide bonda, debentures, and sfanllar oUlga- 
Uons. nie market makes very Uttle distinction today bciCween the const^dated 
lanes of each ot U» tln«e brancbea emept as to nuitnilty dates. Hie nnaoce 
Adrisorr Oommlttee Atreasiw the posRH>Utty of tite SystemwUe obUsHttoa of a 
fdmle Isstunce being sucb series as would pemtU the awn^riabe etaggertng of 
material to meet outstanding Issues and proTlde future maturities conaonent wltli 
the varying reqidrements of tbe several banlcs and with Treasury and ottiier 
agency «itrles to the mariiet This device would Increase tJie opiM»tunity for 
better balance and debt management by tbe IndlvldnBl banks and by the Uiree 

VBtMUS. 

The Finance Oommlttee was Is agreement that tlie repntatioo in tbe m^lcet 
built by tbe banfea In tbe -Fasm Oredlt System Is such that Aould dehnlt oocor 
tn the Lnme of any one of the banks or any one of the systems, there wonM be 
an adverse Impact on aU branches of the System. If a series <rf Systemwlde obll- 
satlona are to be Issued, the CMnmlttee believed that eaiA of the three branches 
should stand behind that paper. Tbe Mil does, however, provide that If one 
bank should default on its portion of an issue maturing, banks under like cbar- 
toa would first be called upon to make np the default to the extent that branch 
ta the 8yst«n was able to avoid d^ault. Just as all of the banks In each syston 
now are called opon to make good on the default of one bank on conaoUdated 
Issues ot that syMem. Only after it is determined that iHte eystetn could not 
core (3ie d^ault would calls then be made on the other two aystems for any de- 
fault tn Systemwlde Issue. In lines 24-26 on page 74 the formula for distribut- 
ing tbe reepooslbillty for defaulting maturities among the banks would be 
'In proportion to the capital, Hniplns, and the bonds and debentures or other 
obligations which each may have outstanding at the time of the assessment." 
These tacton are certainly equltaUe consideratlMis but to av<oid having a 
mathematlcftl computation, the committee may wish to strike "In xwoporti<«" on 
line 24 and anbstltnte "taking Into account". 

Tbe bill -would give tbe banks flezlbllltT of using tbe full range ot types <a 
drf)t oUlgatlons now available to private banks. The actus) rates and maturities 
for Qie debt issues Is now determined by a CMnmittee composed of presidents oC 
each bank and each such committee has a subcommittee. These determinations 
are, ot conrae, subject to the approval of the Farm Credit Administration. The 
bin wouM extend this pattern of existing law to accommodate the posslt41ity of 
ndng tbe same mechanics In setting the terms, conditions, and rates of tbe Sys- 
t«nwide securities. 

lUoat ot tbeir bmids and debentures now issued by tbe banks are marketed 
through a fiscal agent <rf the banks located In New Tork City. The bill would 
authorize the banks to use this agency, also, to mske more effective use of tbe 
procedures of debt Issues and better Interbank and intersystem flow ot funds. 
This would be In addition to a somewhat similar function now performed in port 
by the Central Bank for Cooperatives, particularly among the 12 district banks 
for cooperatives 

Provision fa made for delivery of securities of the banks by book-entry system 
now being employed on Treasury Issues and by wire transfer. 

The provisions of Part B on page 57 contemplate the possible economic neces- 
sity of merger of banks in tno or more districts which operate onder the same 
title of this act. The changing character of the loan demand, both In numbers 
and dollar volume, has prompted discussion as to the feasibility of r^uclng 
the net cost of borrowing by consolidations and mergers of like banks. Whether 
these discussions will find the necessity and feasibility of these proposals Is yet 
to be determined, but the legal authority for such mergers should be provided. 

Title V of the bill preserves the existing stmctures of the district organisa- 
tions and boards of directors and of the Farm Credit A.dmInlstiation, Including 
the Federal Farm Credit Board. The present nominating and electing procedures 
are preserved with changes only to permit the Farm Credit Administration to 
make an advance cerUflcatlon of the election strength of associations for the pur- 
pose of voting for directora; the eliminaUon of the present provision requiring 
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that ballots be held for in8[)ectlon which ondercuta tbe secrecy of tbe ballots 
cast ; to have the district election between only the top three candidates nraa- 
inated in the nomination poll In Ueu of the top 10; and to 7eqali« a nui-<ril 
election in case of a tie, rather than selection by the Farm Credit Administra- 
tion between those receiving the tie votes. 

Since an; future investment by the Governor in stock of a bank or associa- 
tion will be only of a temporary nature and since the term of district directors . 
is three years, the present provisions of law giving the Oovemor the power to 
appoint additional district directors whenever the Government's investment 
equals one-third of total stock, snrplns. and reserves of the bank, or of Uie pro- 
dnction credit associations of the district collectively, have been omitted. The 
district farm credit boards would be given additional specific powers in con- 
junction with their supervision of associations. Joint employees, and Interdis- 
trlct fnnctiona. Present law authorizes the district board to provide Joint on- 
ployees and Joint services to the three banks in the district TMa has proved to 
foe a very efFectlve method of reducing operating costs and providing a corrriation 
of activities in the separate banks. The same ends, in many instances, can be 
accommodated across diatricC lines by this authority. Such things as Joint nse 
of computers for recordkeeping, program analysis and planning is a prime ex- 
ample of interdlstrict cooperation resulting in better service and lower cost 

The district boards would also be given a specific new function In tbe policy 
area of the funding operations of the banks. This woold not Involve the de- 
tailed administrative functions of the Management Finance Committee discnssed 
earlier, but would provide a vehicle for expression of repreeentaUves of owner- 
ship concerning the need for funds and the pattern of debt structure of the 
banks in the districts. 

The present function of the Federal Farm Credit Board to inqdmn^it the Farm 
Credit legislation with regulatory and policy guidelines would be continued. 

The function of the Farm Credit Administration as a supervising, recnistory, 
and examination agency to represent and protect the public Interest In Uie op- 
eration of the banks and associations is preserved. However, carrying forwari 
the pongreSBlonai policy of decentralization of authority and operations^ the 
powers and authorities reserved to the Farm Credit Administration spedfled In 
the bill have been reduced in line with successful experience in borrower ownei^ 
ship, control, and management In the past 20 years and the prospects of Ies» need 
for participation of the regulatory agency in the details of making and servic- 
ing loans. In many areas the public Interest can best be protected by correlating 
the activities of the banks rather than by proscription of tbe manner in which 
the functions of the banks and associations shall be carried out To this end the 
bill provides authority for the banks to place more responsibility at the local 
association level so that they can be more respouMve to variations In the needs 
and abilities of eligible applicants. There is, nevertheless, a continued need for 
a residual power of policy-making and authority for regulation to assure the 
accomplishment of the policy and objectives of the Oingress as stated in this 
legislation. 

The format of the bill necessitates the repeal of existing Farm Credit laws but 
the savings clause will avoid any disruption in the operations of the Syst^n and 
and the validity of acts and obligations entered into under prior law. 

Other laws to be amended by tbe bill Include authorisation for the Fed««l 
Reserve Banks to act as fiscal agents of the land banks and banks for coopera- 
tives as well as for Intermediate credit banks as now authoiiced. 

The chief executive's position would be changed from Level IV to Level III 
in the Executive Pay Schedule to recognize the comparability of the I^rm Credit 
Administration with the executives of other agencies having comparable 
responsibilities. 

Tbe print of S. 14&^ contains a few printing errors which I wilt Identify to tbe 
staff of the Committee by a line-and-page list : 

P. 4. i. 6, substitute the word "credit" for "credits". 

P. 8, 1. 12, insert a comma after the word "conditions". 

P. 8, I. 16, insert a comma after the word ''borrowers". 

P. 33, 1. 12, substitute the word "any" for "and" after "<7)". 

P. 55, 1. 11, substitute the word "Cooperative" for "Cooperating", 

P. 64. 1. 15. substitute the word "Wherever" (or "Whenever", 

P. 7fl. I. 3, substitute the word "Organizations" for "Organisation". 

P. 106. 1, 20 & 21, insert lietween these two lines the following: "PART C — 
OTHER LAWS". 
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Mr. Jaenxe. That ctmipletes it, sir. That completes, Mr. Chairman, 
the detailed explanation of the provisions in this Bill. 

I believe thfub probably in t^e interest of time we may go ahead witli 
any questions you or other members of the committee may have i 

Senator Bbllmon. Thank you, Governor, very much and I thank the 
members of your panel also for their comments and their statementa 

I have several questions I would like to ask but two of the commit- 
tee members of the committee are here. 

Senator Dole« 

Senator Dole. No questions. 

Senator Bbllmon. Governor, as you know, you and I discussed this 
legislation in the pastj uid I want to compliment you and others who 
have worked in drafting this legislation. It seems to me that it is in- 
t^ded generally to meet the credit needs of agriculture more fully, 
particularly as it involves the expansion in loan funds and in making 
loans avaiwble to industries and individuals that serve agriculture. 
But you heard this morning the comments I made about some of par- 
ticularly PCA boards in my own State have fallen into the pattern of 
generally making loans to one segment of agriculture and I am curious, 
I am not going to ask you whether you agree with my statement or 
rot, but I am curious to know whether the legislation will prevent 
those kinds of conditions from developing in other parts of the coun- 
try in the future? 

Mr. Jabnkb. I do appreciate the opportunity to comment an your 
questions of this mommg. I have not had a chance to read your state- 
m^it, Mr. Chairman, or to review the survey that you conducted in 
Oklahoma. 

It se«ns to me though that the thrust of what you were saying this 
morning is that a boani can be elected and continue to serve, which is 
not representative of all ages, all types of farming, all economic 
strata in agriculture in that particular area, I think there may be 
some truth in what you say. This can happen. It can happen because 
these are independent associations of farmers and because a democratic 
election process which selects representatives is an imperfect one. 

I think it would be also equally accurate and fair to say that this 
is not a general nile throughout the country. I think we have the facts 
and figures that would bear this out. Average size of loans is an exam- 
ple. Also the broad gauge of commodities financed with loans. 

I suppose there is not a single commodity produced in these United 
States that is not financed at least in part by PCA or the land bank 
system. 

This bill does continue the basic thrust of placing the maximum 
feasible degree of local operation and management in the associations, 
subject to the broad outlines of law prescribed by the Congress and 
subject to the regulations pursuant to that law that the farm credit 
administration would issue. 

The law does not spell out limits on terms or limits on the age of an 
individual on boards of directors at the district or local as60ciati<Hi 
level. I suppose one could find in the authorities, under the powers of 
approval of the charter and bylaws of the association, that one could 
put those kinds of restrictions on, but I would suggest to you that this 
would probably result in as many or more inequities in the attempt 
to solve a problem than perhaps the problems themselves are creating. 
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Let me add one thing more. Many of our organizationB, PCA's in 
particular, bepan in the 1930's during the depression years. Farmers 
organized these PCA's and quite naturally came on these boards. Ton 
heard the testimony from one of the members of the advisoir commit- 
tee this morning ; ne was an organizer in his PCA in Calitomia. An 
individual who started a PCA believed in them with all his heart 
and soul. That type of individual, by reason of the years whidi have 
passed, is beginning to fade out of the picture and we are finding 
throughout the country more and more younger men coming onto these 
PCA's. 

Senator Bellhon. Do you think this is desirable^ 

Mr. Jaenke. Yes ; I do. I think that there should be a correlation of 
age, as nearlv representative of the potential borrowing public, if 
this is possible, because this is going to keep service close to the need 
and desires of the individual borrower. 

Senator Bellhon. You would approve this kind of change in the 
bill? 

Mr. Jaenke. No, sir ; I was saying that I approve the idea of having 
a broad representation on the board. 

Senator Bellmon, How do we in Congress get that kind of repre- 
sentation ? 

Mr. Jaenke. If you believe in having the PCA and land bank as- 
sociations elect their own boards of directors, I do not know how you 
step in and say you can elect a man under 40 or another one under 50 
or under 60. I do not see how you can accomplish it. 

Senator Bellmon. You think it is a desiraole goal? 

Mr. Jaenke. Yes; and I think, within the democratic process, it 
would be desirable to have a spread of ages as well as experience on a 
board. And incidentally, this is happening as of right now. 181 associa- 
tions, this is roughly one-third, have established either age or tenure 
positions on their boards, but they have done that, the local associations, 
and we have not done it by decree or Congress has not done it by law. 

Senator Bellmon. You feel it is desirable? 

Mr. Jaenke. To move in this direction, yes. 

Senator Bellmon. The problem is when you get one that prefers 
to broaden its perspective then what do we as we draft it and write 
and approve this legislation, what do we do to keep these isolated 
instances from coming about? 

Mr. Jaenke, I am not sure. I woud like to have a chance to study 
your particular statement of this morning and the specific angge^itms 
you made in your statement — to review this. There might be some 
things we can do to move in the direction of a more perfect democratic 
process. 

I would be very reluctant to move into a direction that would destroy 
the democratic free election process that is taking place in these 
associations. 

Senator Bellmon, Are you satisfied with the situation where we 
have a PCA serving an area that has large cattle operations, also 
soybean producers, corn farmers, and cotton raisers, wheoi every 
member of the board of directors is a cattleman .^0 years old or oldert 

Mr. Jaenke. If this situation is resulting in soybean and other 
crop producers not getting a fair, equal type of treatment, then 
obviously, that is wrong. 
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Senator Bbllmon. Does the bill prevent this kind of situation from 
developing in the future ? 

Mr. Jaenkb. No, sir; and to do so would damage the basic decen- 
tralized philosophy of local ownership and management. 

Senator Bellhon. This is the point I want to make. You mentioned 
in your statement about the democratic procedure. Governor, there 
is nothing democratic about a situation which allows a small group 
operating under the umbrella that the Congress gives them to ^ up 
a PCA to take command of the operation and immediately shut out 
everyone else. What is democratic about that ) 

Mr, Jaenke. There is not. 

Senator Beiamon, You agree we need to build in the new law 
some prohibition against the operation ? 

Mr. Jaenke. We need to take a good look at it. 

Senator Bellmon, Either we do or 

Mr. Jaenkb. Sometimes the cure can be worse than the illness. If 
we can build in ways whereby PCA's are more effective in gettii^ 
a better cross section of agriculture on their boards and assure fair 
lending to all farmers, that is fine. If it means destroying some basic 
principles of the system, I think we need to re-look at it very 
carefully. 

Senator Bellhon. You have lived with this thine for a long time. 
It seems to me you ought to know whether we shoula continue the way 
we are goingor write some new provisions. 

Senator Dole. I wonder, in line with that question, maybe there 
are statistics. How many PCA's are there? 

Mr. Jaxnke. 442. 

Senator Dole. There may be information helpful to the committee 
and also to the Senator from Oklahoma on this subject. 

You keep a record as to the type of loans made. How many cattle 
loans? How many commodity loans f Are such records readily avail- 
able to the committee? I assume you have it broken down to each PCA 
as to how much volume is done in each. Do you keep records of age and 
farm interest of the board members? 

Mr. Jaenke. No. 

Senator Dole. I think it might be helpful. 

Senator Bellmon. It certainly would and I want to get into that 
area of questioning as soon as we can and let us find out what kind of 
administrative oversight Governor Jaenke and the Federal 

Senator Dole. Can they furnish those ? 

Mr. Jaenke. I wonder if I might inquire. Mr. Johnson, do you have 
anything available with you totmy that would bear on this question? 

Mr. Johnson. Mr. Chairman, gentlemen, I have information on 
a sampling of members made back in 1966 which would indicate that 
the Wichita district — and Oklahoma is in that particular district — 
seems to be right in the ball park from the standpoint of tenant or 
cropper, 15 to 18 percent. This seems to be quite consistent with PCA's 
in Uie whole country, which appears also to indicate that they are doing 
their fair share from the standpoint of financing the broad spectrum. 

Senator Bellmon. You are telling me that in 1 966 there was nothing 
wrong with the way the PCA's in the Wichita district were operating, 
the impact of your statemrait ? 

Mr. Johnson. No, sir ; I do not believe I am saying exactly that. I am 
only saying that I have broad general information. 
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Senator Bellmon. But broad general information is not worth a 
hoot. You can have an average Between the top of a cookstove and 
a refrigerator and it is very comfortable. If you put a hand on one 
and a hand on the other it is not very comfortable. 

Mr. Johnson, There is one other point that might be worthy of 
comment and that is in the Wichita district the production credit as- 
sociations at least 10 years ago were quite conservative and I believe 
under the credit bank's supervision in recent years there has been 
a change in this attitude toward lending. This is beginning to show up 
in the record. It may well not be as complete as it should be and we 
certainly continue to do everything we can to help. In fact, we are 
working on it at this time. 

Senator Beixmon. May I ask at this point what can you do under 
the terms of the new law ? Let us assume for the moment there is a 
problem, we have boards of directors of some PCA's that are not 
serving adequately. What can you do to correct this situation under 
the new law? 

Mr. Johnson. Whether we are under the old law or new law w© will 
do everything that we can to be persuassive in discussing this situa- 
tion with the credit bank which is the first line of supervision and also 
discuss it with the local associations that you are referring to. 

Senator Beixmon. You will discuss it with them and what happens ? 

Mr, Johnson, Well, normally it has been our experience at least in 

discussing a situation like this with five directors and putting all of 

tihe facts on the table, that we will begin to get a direction — a desirable 

direction. At least that has been our experience in the past. 

Senator Dole. Is there some leverage you have ? I think that is what 
you are suggesting. 
Mr. Johnson. We have overall, considerable leverage in this respect. 
Senator Bellmon. Could you be snecitic about the leverage you have? 
Senator Dole. Have you ever used it ? 

Mr. Johnson. The leverage has been used in the past a number of 
times. This is an extreme example, Senator, but there was one as- 
sociation that I can think of where they were operating in a so-called 
country club type of lending experience where we finally had to go in 
and persuasively make a change. 

Senator Bellmon. Do you have authority to make those changes 
and do you have administrative procedure to find out when such 
changes are indicated ? 

Mr, Johnson. We have procedures to find out when changes like 
this are necessary, yes, sir. 

Senator Beij-mon, And do yon have authority to follow up! 
Mr. Johnson. I think in the final analysis if evervthing else fails 
wo have been able to exercise a proper type of authority. We are very 
careful, as the (rovemor indicated, to make sure that we have the 
factual information and to make sure we have polled the membership 
and that we really have the facts in proper focus before we move in 
a rather strong manner because we do not want to do injustice, as the 
Governor has already indicated, to the democratic process. 

Senator Beli-mon. I^et mc ask you what kind of regular service type 
auditing does the Farm Credit Xdminist ration carry on with the local 
PCA's or Federal land bank associations? 
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Mr. Johnson. Each production credit association is examined l^ 
credit examiners each year, wliich means that everj' loan outside of 
some of the smaller loans are reviewed by a credit examiner who looks 
at each loan for eligibility, for credit standards and its type of thing. 

Senator Bbllmon. And your purpose is to find if these are sound 
loans. I take it t 

Mr, Johnson. Yes, sir. 

Senator Bellmon. What do you do to find out whether or not the 
PCA is serving the needs of agriculture in that area? 

Mr. Johnson. One part of the examination procedure is that the 
credit examiner in looking over the broad spectrum of the loans, does 
analyze whether, in the judgment of the examiner the association is 
properly carrying out the objectives of the production credit 
association. 

Senator Bei-lmon. Does this examiner make a report? 

Mr. Johnson. Yes, he does: it is a written report. 

Senator Bellmon, To whom ? 

Mr. Johnson. Report is made primarily for the Farm Credit Ad- 
ministration and is reported to the local board of directors. 

Senator Bellmon. It is up to them to make the changes ? 

Mr. Johnson. The first line supervisory, the credit bank, also use 
this report in its supervisory responsibility. 

Senator Bellmon. Who decides the local board of directors gets a 
copy of the report? 

Mr. Johnson. We get a copy in Washington, also the credit bank 
gets a copy. 

Senator Bellmon. Could you furnish me a copy of the reports that 
you have made or you have received for these production credit associ- 
ations, and I will give you the names if you would like them. There 
are six of them. I would like to have those for the record of the com- 
mittee for the last 5 years. Perhaps other Senators might like some 
from some of their States. I think it would be revealing what kind 
of service audits the Farm Credit Administration is carrying on under 
the present law and whether or not the new law needs to be strength- 
ened in this respect. 

Can you give us those ? 

Mr, Johnson, We have the reports, yes, sir. 

Senator Bellmon. I am not interested in the credit report, I am 
talking about the report that relates to the level of service that the 
PCA is rendering to agriculture in the area. 

Mr. Johnson. We can give you the confidential part of the credit 
report. That is the part that the local board of directors does not see 
and that is the part that the credit bank and the Farm Credit Admin- 
istration use in trying to follow up on their supervisory responsi- 
bilities. 

Senator Bellmon. These PCA's are the ones at Guymon, Kiamichi, 
Chikasha, Duncan, and Enid. 

Governor Jaenke, in your statement this morning on the last page 
you say insofar as possible we will strive to minimize the extent to 
which credit decisions are based on economic station and to assure 
that race, religion, and origin will not enter into the decisions. 

This raises two questions in my mind. What in the law is there to al- 
low a potential borrower who has been refused by a local land bank 
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or PCA an appeal to a higher authority? Assume for instance that 
someone, say an Indian, who feels he has been denied a loan becaiue 
of his race, where does he go for relief ? 

Mr. Jaenee. He can go to one of two places. He can go to the district 
bank. And he certainly has redress witn our office, the governmental 
supervisory agency. We occasionally get complaints, and then we chei^ 
it out and investigate it and find out what the story 

Senator Bellmon. What do you do ? 

Mr. Jaenke. Take action as appropriate. 

Senator Bellmon. What kind of action can you take ? 

Mr. Jaenke. We almost would have to have the specific case. 

Senator Bellhon. I cannot find in the bill any procedures for an 
appeal. There is no mention of an appeal as far as I can find in here. 

Mr. Jaenke. The applicants certainly do appeal. 

Senator Beli,mon. Can you show me ? 

Mr. Campbeu^ There is no specific provision in this bill or in exist- 
ing law with respect to a forma) procedure for appeal of the credit 
decisions. 

Under the existing Administrative Procedure Act there is a blanket 
exemption from the usual procedural appeal technique that is ap- 
plicable to some regulatory bodies, for the programs involving loans, 
extension of credit, grants and government contracts. 

However, as the Governor said, there is also an open ear and eye 
to complaints and, in addition to the regular credit examinations, 
when these complaints come in we have a procedure under which we 
ask the examination division to ascertain the soundness of the ccan- 
plaint or the facts concerning the allegations, so that they can be 
reviewed obiectively. The general supervision authority of the inter- 
mediate credit banks over the PCA's and general supervision powers 
described in this bill of the Farm Credit Administration over the 
credit banks, warrants, it seems to me, a conclusion that those ir- 
r^ularities can be handled effectively- The bill contemplates that in 
the discharge of the duty of representmg the public interest that these 
matters that are alleged to be outside of the scope of the act or outside 
of the spirit of the Act should be attended and properly corrected. 

Senator Bellmon, By whom ? 

Mr. Jaenke. By either the Federal intermediate credit bank in its 
supervisory capacity, or the Farm Credit Administiation. 

Senator Bellhon. Does the Federal intermediate credit bank have 
authority under S. 148 or under the present law to overturn or to 
change the decision of a local PCA manager or board of directors? 

Mr, Campbell. In my opinion, it does and the judicial precedent 
that it does and the Farm Credit Admini^rati<Mi has that broad a 
power of supervision. 

Senator Bellhon. Do you mean to say that the Wichita bank can 
tell the Ponca City PCA tio approve a loan that the PCA has pre- 
viously declined to m^Jte ? 

Mr, Campbell. No, sir; I say in a general supervisory capacity, if 
the PCA is not accomplishing the letter and spirit of the law or the 
regulations then the bank has the residual power to see that a correc- 
tion in that situation is made. It does not provide that the Fedwul 
intermediate bank or Farm Credit Administration as the GioverTunent 
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repreeenttttive, can substitute its judgmeiA on credit matters ftn" tb» 
credit decisdons of the local organization. 

Senator Bellhon. It woiud not seem to me to be proper for a 
Wichita, bank to try to tell tie local board of directors whi<i loana to 
make. 

Mr. Campbell. It would or would not ? 

Senator Bbllmon. It would not. 

Mr. Campbell. I a^free with you. 

Senator Beujaon. What tms brings to my mind is, tdien what can 
really be done in «, situation where we find a local PCA is net aervrng 
the needs of agriculture! I would like to have any aa^eetioas that 
you might have to offer based on your experience with tnese kinds of 
oi^^anizations. 

Mr. Jaenkb. As I indicated before, we would like to look this over, 
the specifics of the thing. 

Mr. Johnson, do you wish to make further comment in answer to 
the Senator's question ? 

Mr. Johnson. Well, I would like to make one comment based on 
considerable espwience in this type of activity. 

N'ormally a credit bank can identify a production credit aasociaticMi 
which is not canring out the concept ana objective of tbe productjon 
credit system, and normally the credit bonk can take persuasive actitm 
and get a desirable change. 

Senator Bellmon. Before you go further, where in the law do you 
find that authority ! I have read this bUl as carefully as I know how 
and it seems to me we are setting up the local PCA and Federal Land 
Bank as a completely autonomous operation witii no supervision 
from anywhere. 

Mr. Johnson. I think you have to go back a little bit further in 
this. Remember that the production credit association can only sell 
paper to the Federal Intermediate Credit Bank. 

Senator Bezxmon. Yes, sir. 

Mr^ Johnson. And, therefore, the credit bank does have an oppor- 
tunity to ^tablish the lending pattern. Normally, we have just the 
reverse of the condition that you are expressing here- Normally, our 
concern is that production credit association from the standpoint of 
credit might be going too far. 

Senator Bellhon. Again, I am not interested in what normally 
happens, but it seems to me, we have very common experiences wiiere 
the local board as the years go by becomes more and more ctxiservative 
until it finally tends to strangle all elements of agriculture that the 
board of directors do not personally happen to believe in. 

What is there that you can do or the law will allow you to do to 
prevwit these arrangements? The fact this normally is not a prob- 
lem is not to me, a good enough answer, because sometimes it is a 
problem. 

Mr. Johnson. If the problem can be pinned down, we are very will- 
ing, as the Governor has indicated, to look at your maitenal and follow 
through completely on this. I am confident. Senator, that if the situa- 
tion is that they are not serving, we can get, to the local board of direct- 
ors in a supervisory consulting role, and we can initiate changes. 

Senator Bellmon. I think you missed my point. I am not concerned 
at all by an existing situation but the present law was written in 1916, 
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it was amended in 1933. The law we are working on now will peifaaps 
be on the books for 60 jears or a hundred years, who knows, and to 
me it is our responsibihty to make certain that the weaknesses in the 
old law are not perpetuated in the new law, and all I am asking you 
if we do have situations in the past, even though they may be relatively 
rare, where local boards of directors have come to be ultra conserva- 
tive, how do we present it in the future? 

Mr. Johnson. I guess my best answer is we will continue to use the 
tools as we have in the past. 

Senator Bel-lmon. You are not going to be here forever and neither 
am I, and all I am saying in the legislation how do we avoid these 
dangers? 

Mv. Johnson. The Farm Credit Administration believes it can 
really correct the undesirable situations. 

Senator Dole. The term ultraconservative may not be correct. Prob- 
ably ultraselective. They probably loan a lot of money but to very 
few people: is that being conservative? 

Senator Beli.mon. All right, we will respect the wishes of the am- 
servative Senator from Kansas and try to be more careful with our 
language. I did not want to dwell on this subject too much, I know we 
have other witnesses who have come quite a distance and (Jovemor 
Jaenke is in town. 

Mr, Jaenke. Any time. 

Senator Bellmon. Look over the stetement I made and perhaps be- 
fore the committee sits down to mark up the bill we might be able 
to discuss these things again. 

Senator Dole. There has been something raised here tJiat may am- 
cern you and maybe not. Senator Bellmon raised a very valid point. 
Maybe there is some change that you may need — maybe there is some 
language. Howard CampEell is great on this language — that we am 
come up with that might be helpful to you. Maybe you have all the 
authority either through indirect or direct pressures, persuasion? 
Maybe you have all of the power you need but this is an area in which 
we could be heJpf ul. 

Senator Bellmon. We would like to give you a better law if pos- 
sible, so we can have a better credit service for agriculture. 

Senator Dole. Are you subject to title VI of the Civil Rights Act? 
Are you subject to any Federal antidiscrimination law? 

Mr. Caufbell. Yes; Senator Dole, the Farm Credit AdministTR- 
tion as an independent agency of the Federal Government certainly 
is, and a part of that law we require the banks to not discriminate, 
as the Grovemor has said. 

Senator Dole, That would satisfy the question you raised earlier. 
You would be in effect, covered by the Civil Rights Act. 

Mr. Jaenke. I think it is a special title having to do with lending 
institutions. 

Senator Dole. Right. 

Senator Bellmon. May I ask another question? It occurred to me 
as I read the bill and knowing the little I do about the operation of 
the Farm Credit Administration, that there may be a problem that 
this committee ought to consider. As I understand the present Gov- 
this young farmer goes to a bank and the bank makes an operating 
emment and Farm Credit Administration lending activities, normally, 
II young farmer who does not iiave money or whose family cannot 
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help him, starts with an FHA administration loan and stays imtil 
he IS ready to be graduated to another type of credit. At that point 
loan. That loan comes due in full every year. If he wants to put in a 
cow herd or go in the hog business every 12 months he has to sell out 
and pay off or go back and hope that the h&nk will renew, and gen- 
erally the banks do. 

If we have crunch, as sometimes happens because of dry weather 
or bad market conditions, tlie bank may decline to renew in which 
case the farmer is perhaps out of business. But also at this point 
this young farmer could go to the production credit association. I 
think this is where you get a lot of your new people. But it seems to me 
that there might be a point here where we need an intermediate step, 
where the young farmers may graduate by degrees from the FHA. 
He might come to a bank and work out a participating loan where 
the Government ta^kes 75 percent of the risk and the banker 25 per- 
cent, as happens with the Small Business Administration, or perhaps 
a participatmg loan between the Farmer Home Administration and 
production credit. Do you have any such arrangements at the present 
time? 

Mr. Jaenke. We do have a new arrangement that relates to the 
long-term lending. Agreement has been signed between the Farmers 
Home Administration and Farm Credit Administration and com- 
parable agreements are being signed at the State level and out in the 
country whereby the farm credit bank, land bank in this case, makes 
a loan they feel is justified remembering that they are dealing with 
other farmers' money. 

Senator Bellmox. Eight. 

Mr. Jaenke. And tlie sound credit risk is there. That may be 50 per- 
cent of the loan or 40 percent of the loan and then the Farmers Home 
Administration can come on behind that with the backing of the 
Government and make a joint or participating loan to that individ- 
ual. This is now in effect and so far the results look very good. I think 
we are going to be able to help a lot of fanners that may have fallen 
into a gap between being able to qualify for sufficient loans from 
the land banks, particularly with the 65-percent or really 50-percent 
limit that we have on us now, and what the Farmers Home Admini- 
stration can do. It is valuable from their standpoint because it at- 
tends their funds, lets them serve more people. 

Senator Beli-mon. There is always a shortage of .those funds. This 
was done apparently under your guidance or leadership, 

Mr. Jaenke, Yes, sir. 

Senator Bellmon, Would it be necessary or desirable to get into 
the law specific provisions for this kind of a policy so if we have 
a change m the leadership of the Farm Credit Administration in the 
futnrethatthis policy would continue? 

Mr. Jaenke I do not think so. Tlie Federal Farm Credit Board is 
a continuing policy board. I think it would not permit a future Gov- 
ernor to change his mind on that or future land bank director. 

Senator Bellmon, I am curious to know why it took so l(Hig to get it 
started and it seems to me it miglit be well to be sure it is perpetuated. 

Senator Dole, We have a very good Governor. 

Senator Bellmon. I assume he is a Kansan. I have no further 
questions, Governor; thank you, gentlemen, very much. 
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STATEMEITC OF BOBEBT K. HEKSBIZ, CHAIRIUH, VATIOHAL 
ADVISOBT COMMITTEE OF THE FBODUCTIOS CREDIT ASSOGEA- 
TIORS, DTEBSBUBO, TEBIT. 

Mr. Hendrix. I am Robert M. Heindriz of Dyersbui^, Temn. Mt 
grandfather pioneered and settled in western Tennessee in 1870, cleared 
a large farm, reared 10 children and many of those children are still 
engaged in agriculture. At the present time I own 975 acres of farm 
land. I fann 1,200 acres of row crop and grow cotton, com, milo, soy- 
beans, lima beans, greens, spinach, and hay. I have 300 head of Angus 
cattle and I am a member of the huid bank association having be«i 
active along with the land bank. 

I have been a memher of the produotitm credit aeeociatifHi ftH* 15 
years and I served on the board of directors as the director for 10 years. 

I have served on the executive committee for a period of 10 years and 
I am presently vice president of the association. 

Having looked at majiy of the loans that have come to the local 
associiLtion over the years amd having a 17-year-old son "Who lK^>ea to 
take up the name of Hendrix in the farming enterprise, I well realize 
the many chajnges and obstacles that a young man getting into farm- 
ing face in the mtuie. 

At the present time I am chairman of the National Advisory Com- 
mittee of the Production Credit Assodation and we represent the 
grassroots thinking of 528,000 borrowers/owners of 442 PCA's which 
last year borrowed $8.3 billion of production credit for fannetfi and 
ranchers. 

We realize that PCA's credit cooperatives have pioneered in many 
respects in providing credit services in response to their members' 
needs. 

IVh: instance, line credit financing, budgeting, financial planning, 
electronic farm recordkeeping, log sharing, and participation louis. 
Broader authority and flexibility requested in this bill would permit 
PCA's to continue to adaipt their credit services to agricultural pro- 
ducers in a rapidly chan^g environment. 

I might say, Mr. Clmirman, I only know about the fourth farm 
credit district as far as reputation on the board and type loans being 
made. Our present association has six directors. Of these mx directors 
<me is a general purpose type fanner, one man is a cattde and soybeans 
operation. We have two dairymen. We have another fanner who grows 
wheat and soybeans. We feel like we have a general representation on 
our local board. 

Also in the fourth district, are the States of Ohio, Kentucky, 
Indiana, and Tennesee. As you know, in the Appalachia ai'ea of Ken- 
tucky we have many production credit associations and to my knowl- 
edge no person in these areas who has a basis for farm credit has never 
been denied the privilege of seeking and getting credit. 

Some examples of how production credit associations could provide 
iMitter credit service under this new act would be i>articipating in the 
country which has already been mentioned by some of the othecs who 
have testified. Financing farm-related business such as custmn opera- 
tors, leasing of equipment. As you know, many lai^ pieces of expen- 
sive equipment are required today in some form op^tions that it is 
not feasible for a farmer to purchase this type of equipment. We feel 
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this is a service that would be greatly beneficial to all and then tiie 
financially related services such as credit life or estate planning and 
income tax and so <hi, which would fit right in line with the other 
servicee. 

Mr. Chairman, farmer members of the production credit associations 
are proud of the services which their association has performed in the 
past and we are mindful of the challenges and changes that lie ahead 
and through enactment of this legislation we believe that our PCA 
wil 1 be in a far better positi<Hi to adapt to meet our needs. 

Senator Belluon. Thank you very much, Mr. Hendiix. I would like 
to ask you a couple of questions. 

Do you have a question first i 

Senator Doi*. No. 

Senator Belluon. Do you feel that PCA board members should be 
active farmers f 

Mr. HBNi«a. Yes, sir. 

Senator Beixhon. You would not approve of retired formers serv- 
ing on PCA boards? 

Mr. Hendrix. No, sir. 

Senator Beujcon. They should be active farmers ) 

Mr. Hbndbix. Yes, sir; I feel too, Senator, iiiat it would be an in- 
justice for directors to be limited to a 2-year term or something- of that 
nature. Having had this experience on local boards meeting on tiie 
executive committee I have had the privilege of meeting with some of 
the board memberB who are not on the executive wMnmittee. We oa\y 
meet monthly and I think it would be a disadvantage to put a limited 
term on these members because really, in a two-term period they just 
begin to learn about the operation of the association and the neeas and 
Boon. 

Senator Bqxhon. You think we are wrong to have a two-term 
limit on the President 

Mr, Hendrix. Yes, sir. 

Senator Bellmon (continuing) . Of the United States? 

Mr. Hendrix. Yes, sir. 

Senator Bellmon. You are probably a Roosevelt man. 

Mr. Hexdrix. I feel that a local director would be at the same dis- 
advantage as a Member of CcHigress if he were limited to a 2-year term. 

Swiator Bellhon. Are you sure it would not be a good idea to limit 
Congress! 

Wfr. Henmux. I do not think so. 

Senator Bellhon. What about these boards that I can point out to 
you here? Here is a man 76 years old, been on 29 years, and I do not 
know the gentlunan but he is probably a very nice fine old man. No- 
body wants to hurt his feelings. He is not an active farmer. He may 
be, I am not sure. 

How do we manage to have someone like this retire without hurting 
his flings! 

Mr. Hendrix. Well, I think if an age limit were put <»i. 

Senator Bbllmon. You would approve an age limit? 

Mr. Hendrix. Yes, sir. 

Senator Belluon. At what level ? 

Mr. Heni^ix. I would say between 65 and 70, As a young director 
I looked to the guidance and leadership of men who had experiMice in 
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this field and I feel without them I would not have beem a good direc- 
tor. Maybe I am not now. 

I would like to go back to my opening remarks. My grandfather, 
when he settled, there were a group of people who came to that pert 
of the country and those who could not read stayed on this side ox the 
river and those who could read went on to Arkansas and Texas. Maybe 
that is something. 

Senator Bellmon. I am glad none of them got to Kansas. 

Let me ask one other question. Did you in your board of directors 
ever turn down loans ? 

Mr. Hendrix. Yes, sir. 

Senator Bellmon. On what basis? 

Mr. Hendrix. If they do not have a sound basis for credit we turn 
them down. 

Senator Bellmon. Let us take a young guy who did not have the 
good fortune to be bom rich and who did not find a rich girl to marry 
and needs a little help. You say a sound loan. This guy does not have a 
whole lot of money, does not own any land, does not perhaps have any 
cows. How do you decide whether or not it is a sound loan? 

Mr. Hendrix. We make exceptions in the cases of young farmers. 

Senator Bixlmon. You make unsound loans to young farmers? 

Mr. Hendrix. No ; we take a greater risk in making him a loan than 
we would ordinarily because we feel that with the average age of th« 
farmer today, 56, you look about in my State, we ask our^vee the 
question who is ^mg to take this man's place. But we do this. 

In the case where parents are involved, we call the parents in and we 
tell them the risks that are involved and I have seen any number of 
caaes where a young man would get out of school and come back to 
the farm home where he was reared and he would say "Pop, I have 
learned all about it in college and we need bigger equipment and we 
need this and need that" and he gets his moUier and father in debt 
purchasing lai^ equipment. They do not make a go of it and he says, 
"I am sorry. Dad, it did not work," so the mother and father who 
have saved and sent this kid through school have to pay the deibt and 
this is the reason we call the mother and father in and explain tbs 
situation. If they are still willing to take the lask we are, too. 

Senator Bellmon. Well, when you make one of these loans that 
seems to be a little less than sound based on the collateral do you feel 
that m*ybe you are gambling a little with your shareiholdMS* 
resources? 

Mr. Hendrix. No, sir; we give these loans much closer supervision. 
We live with the bov and stay right with him during this period of 
time and there is a place that you can tell whether he is going to make 
it or not, and if we feel that he cannot make it we counsel with him 
and show him what the possibilities are and tell him let us call a halt 
here. 

Senator Bellmon. It sounds to me like you are running a real fine 
operation. I want to congratulate you for it. 

Mr. Hendrix. Thank you. 

Senator Beixmon. For this kind of attitude. 

Senator Dole? 

Senator Dole. No questions. I share the views of the Ghainnan. 
I am happy to have you here. 

Mr, Hendrix, Thank you. 
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Senator Bbllhon. Mr. Wallin, NationaJ Advisory Committee of the 
banks for cooperatives from Shawano, Wis. 

Senator Dole. Mr. Chairman, before lie makes bis stat^nent I find I 
have to cateh a plane myself and we bave Kaiisan witnesses who must 
testify sometdme today. Tbey are to catoh a plane later or early Unnor- 
row morning, and I will be absent when tbey present their statement. 

I want the Chairman to know that the first charter of correspond- 
ence was granted to Wichita and the first association charter in 
Lamed, Kans., and the first loan made in Kansas, so we have a very 
real interest in this program. Mr. Wm. Snyder, who is manager of 
the Federal Land Bank Association in Topeka will testify, and also 
Mr. Keith Kehmeier from St. Francis, the President of the bank 
there, will be testifying. I am pleased they are here and hope you 
may reach them yet this afternoon. 

Senator Bbu-uon. Yes, sir, I am sure we will be able to. 

Senator Dole. Thank you. 

Senator Bellmon. Mr. Wallin. 

ErrATEXENT OF EENNETH £. WALLHI, NATIONAL ASTISORT 
COMMITTEE OF THE BANES FOB COOPEBATITES, SHAWANO, WIS. 

Mr. Wallin. Thank yOTi, Mr. Chairman and members of the com,- 
mittee. 

I am Kenneth E. Wallin, General Manager, Midwest Breeders Co- 
operative, Shawano, Wis, This cooperative served 45,093 dairy farm- 
ers and beef ranchers in 1970 in Wisconsin, Minnesota, Iowa, Nebraska, 
Missouri and Upper Michigan. I am currently a member of the Na- 
tional Advisory Committee to Banks for Cooperatives, in which 
capacity I appear here today. 

I appreciate this opportunity to address myself to Senate Bill 1483 
in general and title III of this l^slation in particular, which deals 
wiifli banks for cooperatives. 

The owners of the system — farmers and farmer cooperatives — have 
kept t'heir faith with the Congress and this cooperatively owned credit 
system by their patronage and contributions to capital of the banks 
and associations, which has permitted the last of the Government capi- 
tal to be retired during 1968. 1 know and appreciate the contributions 
made by the 13 banks for cooperatives to farmer cooperatives. About 
4,000 now hold stock in the BC system. Banks for cooperatives loan 
only to fanner cooperatives. They understand fhe functions and opera- 
tions of the unique farmer-owned cooperative enterprises. 

The legislation which is before us will carry forward the commit- 
ment of the U.S. Government to the efTect that upon retirement of 
Government capital the system would be relaxed from restrictions im- 
posed upon mixed ownership Government corporations. 

The^stem would be subject to t!he policy guidelines of the Federal 
Farm Credit Board and the supervision ana examination of the Farm 
credit Administraition. 

We have ample e\'idence that capital requirements on the farm and 
in the farmers' cooperative will be substantial, indeed, in the years 
ahead. These legislative proposals are designed to permit the syatem 
to take its place among the credit institutions of our country to meet 
this growing need. 
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Cooperativce serving agriculture are taking on increased reeponsi- 
bility for both vertical and horizontal integration of expanding in- 
dividual farm units. 'We have but to turn to the dairy industry, for 
which the North Central region is known, to point out how coopent- 
tives have had to assume the reeponsibititv for assembling, proceesinc 
and marketing milk and milk products ^or an increasing number of 
farmers and higher percentage of the total milk supply as independ- 
ent, proprietary corporations nave pulled back in this field, leaving the 
farmers, in many cases, no alternative other than to turn to coopera- 
tivee, which have remained in boisinees, to take care of the responsi- 
bility of finding a home for the dairymen's milk. 

I respectful^ submit that if dairy farmers and their cooperatives 
are, in any way, encumbered in thetr task or, heaven forbid, should 
they be incapable of successful production, assembling, processing, 
advertising, promoting and mercnandising of milk and other dairy 
products cooperatively, there is no one left to do it. 

Mergers, acquisitions, consolidations, and realignments of substan- 
tial magnitude now characterize cooperative enterprise on a regional 
basis. It has been said that we are no longer living in an era when 
fanners could plant the little "cooperative acorn" and watch the oak 
tree slowly grow. Today, we have to be prepared to transplant the 
oak trees. This requires substantially greater financial and human 
resources. I should add that small or new agricultural cooperatives 
are and will be served with diligence as well as large associations. 
Whether they like it or not, fanners are daily becoming integrated 
into the agri-business complex of our industrialized society. They 
are paying for the institutions that serve their needs, so it will be in 
their intelligent and economic self-interest to own them as cooperative 
enterprises, some going further toward raw material processmg and 
fiirm production inputs and others carrying agricultural pn^ucts 
closer to the consumer. 

In this climate, banks for cooperatives find increasing demands 
upon their financial and human resources as cooperatives become 
larger, more complex, more diversified and in need of lai^r lines of 
credit. 

By their unique characteristics which relate to the needs of farmer 
cooperatives, with advice and counsel that frequently accompanies 
the money loaned to cooperatives, with the principal of ownership 
in the hands of the borrowers, and by access to funds in the Nation s 
money markets, the banks for cooperatives are providing about 60 
percent of the credit needs of farmer cooperatives in the conntry. 
The legislation before us will permit greater opportunity and im- 
proved ways and means, in the current climate of full stockholder 
ownership, of serving the purpose for which the system was created. 

The improved operating climate for banks for cooperatives in- 
tended in this legislation will take on several characteristics: 

1. Clarify the authority for banks for cooperatives to make con- 
tinuing commitments for lines of credit, furnish technical and other 
services to borrowers, participate with other banks for cooperatives 
and, if necessary, commercial banks and other lenders. 

2. Changes in cjipital structure will include authorization to iffiiie 
nonvoting investment stock, bonds, debentures, or similar obligations, 
permit the requirement of advance purchase of stock to the extent of 



-dhyGoOt^le 



269 

not more than 10 percent of the loaji, as well as continuing the existing 
stock override purchases which relate to the quarterly interest pay- 
ments of borrowers. Also, it will permit more freedcMii of oprantion 
in reapect to the retirement of alTocatcd surplus. The ^'Stem would 
receive authorization to use other capitalization methot^ frequently 
used by sound cooperative enterprise. 

3. T^e filing industry, through cooperatives, would becmne eligi- 
ble to borrow from banks for cooperatives. 

4. The present statutory limits of 8 to 1 debenture to net worth 
ratio should be removed and authorization would be provided for a 
20 to 1 debt to net worth ratio, which is a ceiling now available to 
other branches of the system, the Federal land banks and Federal 
intermediate credit banks. This will ease the pressure on farmers and 
their cooperatives and mhance the fundraislng function of banks for 
cooperatives. 

5. The definition of cooperatives eligible to borrow frwn the banks 
for cooperatives would be stated separately from that in the Agri- 
cultural Marketing Act and would permit district banks to make 
loans to cooperatives which have at least 66% percent of the votJng 
control held by operating farmers. Under present law, as administra- 
tively interpreted, 90 percent of the voting media must be so hald. 
The current restrictive level results in unmet credit needs. For exam- 
ple; A farm supply cooperative at Antigo, Wis., operating in a rural 
community, upon its last consideration of obtaining a loan fmn the 
St. Paul Bank for Cooperatives found itself ineligible because of the 
fact that 87 percent of the votinj; media was in the hands of farmerB. 
I happen to know that a considerable portion of the remaining 13 
percent was in the hands of retired farmers whose interests, in the 
main, coincide with those of operating farmers. While a few towns- 
people patronize and hold voting stock in the cooperative, they, too, 
are largely farmer-oriented in their social and economic values. Their 
patronage helps make the cooperative more efficient for farmers. There 
are a number of other similar situations. In the St. Paul IMstrict, 
64 at the last count at t^e Farm Credit Admini^ration District of 
St. Paul. 

Anoither example in respect bo Khe need for liberalizing the eligibiliity 
requirement to 66% perceait is reflected in the fac* that a regional farm 
supply cooperative serving a federation of local farm supply coopera- 
tives could find itself in the difficult position of being ineli^ble if over 
10 percent of its affiliates fail ito me^ the 90-ipercent requirement, not- 
withstanding the [fact Hhalt it remains primarily farmer-oriented and, 
in taet, is controlled by a majority of the voting media in the hands of 
farmers and their cooperative associations. 

State laws and charters in our region— I would cx>petit this miglit be 
generally true across the country, require that only farmers shall be 
eligible for election to iboards of directors of agricultural cooperatives. 
This gives further protecfbion to ifarmer control. 

6. More flexibility would be given, when there is no Government 
stock dn vestment in <the Ibanks for cooperatives, in the di*rfbi*ion of 
net savings to permit a larger portion of patronage refunds to be in 
ca^ ; the establishment of reasonable unallocated reserves ; and to pro- 
vide the mechanics for payment of unexpected obligations not related 
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gtriotlj fco the year's opertttions. There would be no sUrtutory re*ric- 
tion on the percentagfi of ipatronage paid in cash — currently re^ricfted 
to 20 percent. There \vould be optional allocation of minor amounte 
of savings to unallocated or nonqualified accounts, which would pro- 
vide for efficiency and economy in operation. 

7. There would Ibe a desirable 'balance of the policymaking function 
of the Federal Farm Credit lioard, tihe sttpervision and examination 
by the Farm Credit Adminiatration, and the mana^jement of the 
system by the boards and officers of the District Banks and 
Associations. 

Senator Talmadge, in his remarks upon introducing S. 1483, the 
Farm Credit Act of 1971, on Monday, April 5, addressed himself elo- 
quently to the economics of agriculture and rural America. I commend 
the comments from the Senators here today in re3pe<* to this question. 
Whatever minor differences of opinion rttiere may be in respect to this 
much needed legislation, I respeotfully suggest that there is broad 
grassrooits support for this Farm Credit Act of 1971. Under it I am 
convinced farmers and farmer cooperatives will operate in their own 
and the public interest. 

The iprinciples employed by farmers to meet their objedtives are iu 
o<»Dmon ufie already in the industrial segment of our economy, and 
for the same good reasons. It is entirely possible that conditions which 
prevail today are setting the stage for farmer owned and controlled 
cooperatives to really come into their own. This is our objeotive. We 
who are in a position of giving leadership to this opportunity are, 
indeed, privileged. 

Gentlemen of the committee, I commend to your endorsement and 
the adoption by fhe Congress the Farm Credit Act of 1971 as now 
constituted. 

Thank you for this opportuniity to testify on beihalf of the National 
Advisory Committee to Banks forCooperatives. 

Senaor Bellmon. Thank you, Mr. Wallin. Could you give us for 
the record the impact changing the ratio from 8 to 1 to ^ to 1 will 
have in the amount of money available, or is this something that 
is outside of your line of competence ? 

Mr. Wallin. Well, as I understand it, the ratio of 8 to 1 contrasted 
with the desired ratio of 20 to 1 is limiting in the capacity for the 
system to provide loans increasing in size and amount, and iae this 
reason the growth situation, this provision was changed as it related to 
the other two branches of the attempt previously. 

Senator Bellmon. Mr, Wallin, I have no questions. Thank you 
very much for your testimony. Thank you very much. 

Senator Bellmon, Mr, E. Roy I^ambert, president of the Madison 
Production Credit Association, Madison, Ga. 

STATEHENT OF E. EOT LAMBERT, FBESIDENT, HADISOH FROSVC- 
TIOIT CREDIT ASSOCIATION, MADRON, OA. 

Mr. Lambert. Mr. Chairman and Members of Congress, my name is 
Roy Lambert, As a member of the Georgia General Assembly, aeev- 
ing on three committees I can appreciate the position that you as 
chftirman of the committee and the other members have in the awe- 
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some task of listening to people testify and for that reason I assure 
one good thing about mj^ comm^its, they will be short. 

In addition to my duities as a member of the Georgia General 
Assembly I am a practicing attorney in Madison, Ga,, whidi is a small 
town located about 60 miles east of Atlanta. I own and operate a 680- 
acre farm, principally beef cattle and timber. Our county is the largest 
dairy producing county in tlie State and in addition we produce cotton 
and corn and small grains, beef cattle and poultry. 

Also it has been my pleasure to serve as President of the Madison 
Production Credit Association for approximately 10 years. Our PCA 
serves five counties and we presently are loaning about $10 milliwi 
a year. In addition I serve as chairman of the PCA Advisory Com- 
mittee in the third farm credit district. This district comprises North 
Carolina, South Carolina, Georgia, and Florida. 

I appear here as in my capacity, however, as president of the Mad- 
ison Production Credit Association and as chairman of the Adviaoiy 
Committee, During my 20 years as a fanner and member of the Mad- 
ison PCA, I have been much aware of the need for amending the laws 
related to production credit services. The right to participate with 
commercial banks in agricultural loans is a step forward. This will 
permit PCA's to carry the overline on large loans exceeding the au- 
thorized loan limits of some country banks. The proposed provisions 
for financing of farm related services is a matter of great significance 
to production credit in Georgia and neighboring States, Many farm- 
ers have found it practical to build drying houses for peanuts, for 
example, and integrated poultry processing facilities, as another ex- 
ample. In order for such enterprises to be economic units, the enter- 
prises must often be larger than needed for the farmer's own use, 
therefore, he builds the facility with capacity sufficient to perform 
services for other producers in his locality. Thus, the furnishing of such 
service is important not only to the owner but becomes a necessity for 
other producers. Financing is needed for these type ventures. 

The amount of credit required by PCA borrowers for their oper- 
ations has increased by more than ,50 percent during the past decade. 
This means that PCA's have in some cases found it difficult to ade- 
quately capitalize their associations under existing law. The provi- 
sions for permitting POA's to require stock or other equity investment 
up to $10 per $100 of loan will materially aid in the handling of this 
problem. 

In my work with the production credit system, I have necessarily 
come in contact with some of the land bank's tending requirements. 

I know that the 65 percent value limitations on land bank loans and 
the requirements for the first liens have in some instances created prob- 
lems for land bank borrowers. It is my opinion that removal of these 
present statutory requirements would materially improve land bank 
service to its borrowers. 

Speaking for a moment as an attorney, land bank legislation dates 
back to 1916. Most existing production credit legislation dates from 
1933. There has been numerous amendments and added provisions 
dunng intervening years, with a resulting hodge-podge in some eases 
that requires an expert to be able to trace liiTough legislative his- 
tory and statutory amendments, as well as case law, to determine what 
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the law really is. The structure of the proposed act is such that crai- 
struction and administratioti of Farm Credit law would be much 
simplified. 

I point out also that this job would be done without Grovernment 
money. This is an opportunity^ in my mind, not often afforded the Con- 
gress these days, that of enacting legislation that will enhance the eco- 
nomic growth of our country while not adding to the burden of the 
taxpayer. Though the system was originally capitalized with Govern- 
ment money, this has been repaid ( 1968 ) and the system is now wholly 
' farmer owned. 

There has been a continuous stream of information concerning this 
proposed act distributed among the FCAs and it« borrower-memben 
of my district. Our people are encouraged that the Congress is con- 
sidering the legislation and is hopeful that it will be acbpted at an 
early date. They are particularly concerned about the continuing avail- 
ability of credit, ana as a director of a local direct production credit 
lender, I feel I speak for the farm credit system and for the user- 
owners of the ^stem, when I say the bill is needed to let us do the job 
we were created to do. 

I want to divert in closing just a minute to say to you, Mr. Chairman, 
we are most proud of our senior Senator from Georgia who is chair- 
man of the overall agricultural committee. We lean on him heavily and 
we think he is eminently qualified and does a most adequate job and 
he also, I think, is one of the best politicians in the country. It is a 
real pleasure to have the opportunity to come before you and I hope 
my comments will be of some benefit. 

Senator Bellmon. Thank you very much, Mr. Lambert Your state- 
ment will be very helpful to the committee and I appreciate your state- 
ment about my colleague, Senator Talmadge. I certainly share your 
feeling. 

Let me ask a couple of questions about the operation of the local 
PCA. What do you consider to be your main criteria when you decade 
whether or not to approve a loan ? 

Mr. Lambert. Well, we, of course, examine all of the assets of the 
credit of the individual and study his credit weakness mostly, but cer- 
tainly we like for him to be well secured. This, I think, is one of our 
main criterias and certainly the need, if he needs the financing. This 
is important. 

As I aay, we have a varying agricultural economy in my area and 
I was interested in your comments early to the Governor and the mem- 
bers of his panel, but I can truthfully say that I do not believe this 
exists in our area. 

Senator Beli^mon. Do you have any concern that if the Federal 
land bank starts making loans for nonfarm rural housing that we 
may wind up with nonfarmers on our Federal land bank boards! 

Mr. Lambkrt. No, sir; I don't think that would happen because I 
think that basically the land bank is desifrned for farm business and 
it should be confined. However, I do say that there is a definite need 
for housing loans in our area. Farmers Home Administration is doiiu; 
a very adequate job, but, as you know, this is for low-income peopb 
and really of all of the things that are needed in our area I think 
housing is probably as critical as anything I could put my finger on. 

Senator Beu-mon. Do you have in your own local FCA any umita- 
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tion on the numbers of terms that a director can serve conaecntiTelyf 

Mr. Laubebt. No, sir, we do not. Of course, we use the democratic 
process and we eleot members on sta^ered terms. We do have the 
age limit of 70. 

Senator Bslluon. Do you insist that all directors be active farmerB 
or do you have retired fanners or others on your board ? 

Mr. Lambert. We dent insist but we prefer that they be active 
farmers, yes, sir. 

S^iator Bklluon. You have no requirement that they do ? 

Mr. Lambbrt. We have no requirement. However, our board con- 
sists of, we have three m^nbers who are 45 and less and one member 
who is in the late fifty's, but he is youne, he thinks young. 

Senator Bellhon. Have you ever declined to make a loan to an ap- 
plicant and had your decision appealed? 

Mr. Lahbebt. Xo, sir ; I have not. 

Senator Bellhon. Is there a procedure for appeal thai jou know 
of« 

Mr. Lambert. No, sir; but the president in Coliunbia rides herd on 
us pretty heavy. He keeps his hands on what is going on in practically 
every PCA in the country and I think he would have an open door 
if we mistreated an applicant in my area. I think he could go to 
Columbia, S.C, and get a warm welcome. 

Senator Bellmon. Do you know of any examination that has ever 
been made by the district farm credit board as to whether or not you 
are adequately serving in your area? 

Mr. Lambert. No, sir; we are extunined several times each year and 
we have good reports so apparently we are serving the area well, bat 
I don't know of any. 

Senator Bellmon. Are these examinations to determine whether 
or not your loans are sound or are they intended to find out whether 
or not agriculture credit needs are being met? 

Mr. I^mbert. Both. And this is reviewed with our full board each 
time an examination is made and any credit weakness or if we are not 
doing the job it is adequately pointed out to us. 

Senator Bellmon. You get from the Examiner a copy of his 
report? 

Mr. LAMBERT. Yes, sir. 

Senator Bellhon. I wonder if it would be out of line to ask for a 
copy of that report for the record of the committee, of one report, 
say, of any time during the last 5 years ? 

Mr. Lambert. No, sir; it would not. Unless there is some reason why 
we can't reveal that information. I really didn't know that but 

Senator Bellmon. I am intere^ed in "knowing how carefully the 
Farm Credit Administration is supervising the production credit as- 
sociations from the service viewpoint and not from the soundness of 
their loan practices. 

Mr. Lambert. Tliis I certainly appreciate and I will certainly try to 
get a report to you. 

Senator Belluon. I have no further questions. Thank you very 
much. 

Mr. Lambert. Thank you for the opportunity of being here. 

Senator Bellmon. Mr. D. E. Keinnardt, manager of the Halibut 
Producers Cooperative, Seattle, Wash. 
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8TATEHEHT OF DONALD E. KEZNEAItDT, HAHAOEB, HAUBTJT 
PBODUCERS COOPERATIVE, SEATTLE, WASH. 

Mr, REiNiiAKDT. Thank yoii, Mr. Chairman, for placing me on your 
agenda at this time. My statement will be brief and with your per- 
tiiission I have another short statement from one of my colleagues in 
Seattle I would like to read. 

My name is Donald E. Reinhardt, Post Office Box 5313, Seattle, 
Wash. 98107. general manager of the Halibut Producers Cooperative 
in Seattle, a producers cooperative organized for the purpose of mar- 
keting aquatic products and presently supported by 416 munber fish- 
ing vessel owners. 

I wish to testify on behalf of Halibut Producers Cooperative mem- 
Ijers in support of S. 1483, and in particular section 3.8 of title III 
which would make fisheries cooperatives eligible to borrow frwn a 
bank for cooperatives. There is an expanding need for credit at the 
producing and piocessing levels of the fisheries industry for invest- 
ment in improved facilities in order to maintain a competitive posititai 
in domestic and world food markets. 

The fishing industiy is becoming more and more under some type 
of government controf. The catching of aquatic products is completely 
r^fulated by State and Federal agencies as to time, area, and type 
of gear. It is becoming increasingly apparent that fishermen and fish- 
ing vessel owners need to receive at all times the full market value of 
their catch in order to remain in business. 

Historically, fishermen and vessel owners have found it essential to 
form cooperatives and associations in an effort to receive full market 
value. It is just as important to any cooperative producer of aquatic 
products as a cooperative producer of farm products to receive timely, 
adequate, and economical financing of production, I feel certain that 
banks for cooperatives can do the same for aquatic producers, as for 
farmers. Banks foi' cooperatives could be of assistance to fishery co- 
operatives in many areas because they understand the method of opera- 
tion of a cooperative association and they are in the business of 
financing the food industry. Many commercial banks do not fully un- 
derstand the production, marketing, or financing problems of coopera- 
tives nor do they appreciate the fact that no monies are retained by 
the company in the form of earnings, but only in the form of share 
capital. 

It is time for the U.S. Government to recognize that as the iwpula- 
tion of this country and the world rapidly expands it become increas- 
ingly important to have a strong and viable fisheries. Just as this Na- 
tion must extend its fisheries jurisdiction to help save this industry 
for its citizens of the future, it must also recognize that it is time to 
grant the same ojiportunity to aquatic producers as it does to farmers. 
Passage of S. 1483 will be a step toward putting organizations of farm- 
ers and producers of aquatic products on a more equal basis for financ- 
ing production and the ability of fishery cooperatives to raise ade- 
quate and timely capital on a most economical basis will be greatly 
enhanced. 

Also with your i>ermission I would like to read a letter from Mr. 
William G, Saletic. He is the executive manager of the Seiner's Asso- 
ciation in Seattle, Wash. It is addressed to Senator Ellender. 
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Oor Associadoa, wblch la c<»npriaed of a gronp of 260 Puree Seine vessd 
owner memtiers, would like to go on record in full support of Senate Bill S. 1483. 

On tills matter, we refer to in particular to section 3.S of Title III, wblcb wonid 
make fisheries cooperatives ell^ble to borrow from a bank for cooperatives. 

For many years varioua flailing feaeel owners associations have found it essen- 
tial to form cooperatives in an effort to assist tb^r membership In the sale of 
their product and also In purchasing numerous and various supplies for their 
vesaels. 

We feel tliat enactment of Senate Bill S. 1483 -would assist us aquatic producers 
as well as farmers, which have had this assistance for many years. We also 
feel the preeeut banks who assist farmer cooperatives would be in an ertremely 
advantageous poeltlon to assist us because of the great knowledge these banks 
now possess in understanding the cooperative businesses. 

Now that the United States Government is recognising more each day Oie 
importance of protein from the sea it is becoming increasingly important to 
have a strong flsheriea program for both citizens of this country and other 
peoples of the world. 

Therefore, we feel the passage of 8. 1483 would be a step in assisting pro- 
ducers in aquatic products, and enabling these associations and/or cooperatives 
to meet their financial needs for the expected expansion of fishery products 
throughout the world. 

Senator Beixmon. That is a very fine statement. You brouglit in a 
new area that I think a lot of traditional farmers are going to be 
interested in. But do you feel, if we do, and I am sure we will, he^n 
to provide credit under this act for cooperative fisheries, that perhaps 
we should think about changing the name away from Farm Credit 
Act? I have a hard time associating with fishing. 

Mr. Beinhabdt. Well, this doesn't bother me particularly. We con- 
sider ourselves farmers of the sea. 

Senator Bellsion. I can understand. I have no questions, sir, thank 
you very much. 

Let's go back now to the order in which the witness list was drawn. 
I believe we heard last from Governor Jaenke and his panel. 

The next witness would be Reuben L, Johnson, director, and Weldon 
Barton, assistant director of legislative services of the NatiMial 
Farmers Union. 

STATEMENT OF REUBEN I. JOHNSON, DIRECTOB, AND SS. WELSON 
BARTON, ASSISTANT DIRECTOR, LEOISLATITE SERVICES, NA- 
TIONAL FARMERS UNION 

Mr. Johnson. I am Keuben L. Johnson, director of le^slative 
services, National Farmers Union. I am accompanied by Dr. Weldtm 
Barton, assistant director of legislative services. Our office is located 
in the Continental Building, 1012 14th Street NW., Washington, D.C. 

Our president served as a member of the Commission on Agricul- 
tural Cfredit which was set up by Grovernor Jaenke, and were it not 
for the fact that he is in Paris, France, attending a meeting of the 
International Federation of Agricultural Producers he wouldtw pres- 
ent today in presenting this testimony. And I must say, sir, I think 
he perhaps would be a better witness than the two of us will be today 
before the subcommittee. 

Senator Bellmon, Perhaps you are too modest. 

Mr. Johnson. Mr. Chairman, we are pleased with the opportunity 
to appear before this subcommittee today, to present the position of 
National Fanners Union on S. 1483. 
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Our state is composed of two basic parts: First, we discuss the 
general objectives that we would like to see accompliBned through the 
pending legislation on the farm credit system. Second, we suggest 
specific amendments to S. 1483 that are designed to make t^ bul as 
consistent as possible with these objectives. 

OBJECTIVES 

Farmers Union would like to see the pending legislation accom- 
plish at least two basic objectives for tne farm credit eastern: 

1. First, this legislation should streamline and modernize the farm 
credit system to help the svstem to compete within the overall U.S. 
credit ^stem for the maximum amount of credit at reasonable in- 
terest rates for agricultural and rural America. 

Farmers Union supports the provisions for unification of funding 
operations, sharing of financial risks, and other elements of S. 148§ 
that are necessary to give the farm credit system the necessary flexi- 
bility to be fully competitive in the financial markets. 

The delegates to Farmers Union's February 24-27, 1971 National 
Convention adopted the following statement of policy on legislation 
to strengthen the farm credit system : 

CooFEUTiVE Fabu Cbedit 

We recognize tbat this cooperative srstem Is dependent on the NlBtion'8 money 
markets for its suE^ly of loan funds and is thus largely unable to control 
factors that determine Interest rates and the supply of money. NevertheJeas 
we urge that the system, at all levds, strive to ease the credit sqneeee and 
reduce the current high rates of interest being charged fanners. 

The Harm credit banks should develop additional sources of loan funds to 
assure a plentiful snppily of credit to farmers at the lowest posBlble rates. In tMs 
endeavor, steps should be taken to make farm credit securities readily available 
to individual farmers so they might Invest savings In their own cooperative 
credit system. 

In order to improve the Farm Credit System's service tfl farmers, Daim co- 
curatives, and rural people generally, Congress should enact leglidation to : 

(a) Permit greater flexibility in Federal Land Bank mortage lending to 
farmers and ranchers by removing the restriction whicti limits loans to 60 
percent of the farm's (appraised valuer This could be especially important to 
yonng fanners struggling to acquire adequate flniimHng for an economic farm 
unit 

(&) Enable the land banks and. In some cases, the production credit as- 
sociations, to make real estate mortgage loans on farm homes and improvements. 

(c) Adjust capitalization requlremeiiits on the banks for cooperatives in 
order that they might iooreaae their ability to make credit available to 
cooperatives. 

(d) Broaden eligibility on who can borrow from the banks for cooperativea 
in order that these banks might serve a wider segment of rural ooc^ieratives 
tiian at present 

<e) Authorize the farm credit banks to Issue debt instnunents otlKr »*■■" 
the traditiomal bonds and debentures in order to effectively and ^Bclently obtain 
loan funds on a dependable baslsL 

2. Second, the legislation should be carefully drawn so that credit 
that is available through the farm credit system will continue to be 
allocated primarily to family farmers, and is not in large part ab- 
sorbed by other recipients. 

Dr. Barton will have further commentary on the specifics of this 
particular recommendation of ours, but I would like to su^nst at 
this point that as you were developing your very reascmed line of 
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qneetiomng here it occurred to me that perhsipe one of iA» ways we 
could approsdi the problem that you ar^ concerned about is to attempt 
to put 9ome kind of a limit so that these very large operators get thear 
credit from private sources rather than through the Farmers Home 
Administration or through the cooperative system that Congress has 
m&de possible. 

The dele^i;atee to Farmers Union's 1971 National Convention adopted 
the following resolution on the credit needs of family f armen^ : 

Credit 1b not a snbatttate fi>r parity faim prices and Income. Nevertbdem 
access to adeanate credit at reasonaJde coHts Is essentlfll if famll; farmer 
are to operate effectively and competitively. OoTemmeot policies and programs 
should be designed to aeeure an adeqimte flow of credit to Independent formers. 

After price problems are solved, adequate credit is the most crucial 
factor in determining whether a family farmer can rsnain competi- 
tive and maintain a sound farming operation. 

Farm debt in the United States has escalated at a rapid pace in 
recent years, and all indications are that it will continue to increase 
rapidly in the coming years. 

Outstanding farm debt rose from $10.7 billion in 1950 to $24.8 bil- 
lion in 1960 and $58.1 billion in 1970. 

According to a November 1969 study of the Federal Reserve Sys- 
tem, entitl^ "Capital and Credit Bequirements of Agriculture and 
Proposals to Increase Availability to Bank Credit," outstanding farm 
indebtedness can be expected to double again during the de<^e of 
the 1970's. The FRS's projections of total farm debt by 1980 vary 
from a low of $91 bUlion to a high of $137 billion — or an "average" 
projection of $114 billion by 1980. 

This study by the Federal Reserve System confirmed the fact that 
we must find additional sources of agricultural credit, or American 
agriculture will suffer drastic capital shortage during this decade. 

In light of the increasing -strain on agricultural credit sources, we 
must be careful not to overextend the presrait scarce sources of fenn 
credit by trying to make agricultural credit sources fulfill the entire 
credit needs for rural develojHnent. 

I would hasten to add, Mr. Chairman, that Farmers Union sup- 
ports the long-overdue movement that is now gathering steam to de- 
velop and revitalize the rural areas and countryside communities of 
our Nation. But we would urge that two points be kept constantly in 
mind as we try to accomplish rural deve/lopment in the beat possible 
way; 

(I) First, fanning is the number one business in rural America, 
and farming is the major activity that generates the income of bank- 
era, grocers, automobile and farm implement dealers, and ot^iers in 
rural communities and small towns. In this sense, farming is the 
foundation on whicli any sustainable rural development effort must 
be built. 

It is this rapid acceleration of farm debt that leads us again to view 
with Eome concern expanding of the lending operation of farm credit. 
We are nevertheless in general symjmthy with the provisions" in S. 
1488 that would enable the Farm Credit Administration to make more 
services available in the field of credit to rural America. Again, Dr. 
Barton willcomment specifically. 
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Consequently, it would be counter-productive not only to promot- 
ing a healthy agricultural sector but also to actually accompliHhiug 
rural development if we tried to finance rural development by taking 
money and credit out of the pockepts of farmers. 

(2) Second, it miist be understood that the revitalization of our 
rural areas is not in the interest of farmers and agricultural people 
alone. We arc increasingly coming to recognize that rural develop 
ment is beneficial to Americans generally — including urban Ameri- 
cans. To the extent that we halt and reverse the senseless migration out 
of the countryside and into the cities, we can alleviate many prob- 
lems facing our urlian areas. 

Because of the potential benefits of rural development are shared 
widely by all Americans, the costs should be similarly shared. This 
is the reason that farmers imion supports the establishment of a sep- 
arnto Rural Development Credit Bank as a source of supplementary 
funding for rural dei'elopment programs. 

The delegates to farmers union^ 1971 convention adopted the fol- 
lowing policy statement: 

\vp urge the Congress to create a new, federally chartered Rural Development 
Credit Bank to iirovide increased caiiltsl flnanclng (or a wide range of mral 
development iiroRrams. The bank xhould be independent of the Farm Credit Sys- 
tem nnd other exiRtinK farm and roral credit Institutions. It Hhould be started 
with "seed money" appropriated by the Federal gvvemment — perhaps $1 billion — 
and Bhould u|ierate as n public-private corporation. The bank ivoald make loans 
for mral houalng. water and sewer systems, water resonrce projects, recreational 
facilities, and other activities for the renewal of rural areas of the nation. 

The Rural Development Credit Bank should be supplementary to — and in no 
way comi>etltlve with — eslstinf: farm credit lending programs. 

Senator Bellmon. May I interrupt at this point? Based on your 
earlier testimony you feel that perhaps the responsbilities for financ- 
ing rural development ought to be placed elsewhere and not take money 
out of the pockets of fanners. Are you suggesting that responsibility 
for financing rural nonfarm liousing might be handled by a rural de- 
velopment credit bank ? 

Mr, Johnson. Mr. Chairman, in 1 minute Dr. Barton is going to cite 
the specific recommendations and I believe in those recommendations 
will be the answer to your question. 

Senator Bei-lsion, Thank you. 

Mr. .ToiiNfiON, 111 sum. farmers union's position on the financing of 
mral development is essentially this : We clearly recognize the neea for 
additional sources of money and credit for rural housing, health de- 
livery in rural areas, greater employment opportunities and other 
measures — and we are working actively to achieve more financing for 
SHoli ))rograms. We support the increased emphasis that Farmera Home 
Administration and other traditionally agricultural lenders are now 
giving to these neglected needs. 

However, as the amount of money and credit flowing into rural 
housing and other programs continues to expand, separate financial 
institutions and programs (such as a Rural Development Credit Bank) 
must Ix' created. We cnnnot continue to rely on agricultural pnsgrams 
and institutions as the sole or even primarj- basis for the entire range 
of nmil develojiinent programs. 

I would like to call on Dr. Barton to make specific recommendations 
to S. 148:!. 
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Dr. Barton. What I would like to do is take each of these amend- 
ments in order and read the amendment and then briefly discuss the 
implications of the amendment. 

Starting witli the first three of our amendments on the bottom of 
page 5, all of these deal with real estate loans of the land bank asso- 
ciations. The first amendments would be : on page 9, line 3, delete tihe 
comma after "ranchers" and add the following : "who employed less 
than 500 man-days of labor during each calendar quarter of the previ- 
ous calendar year." In other words, only those ranchers and only those 
farmers who had employed less than 50O man-days of work per cal- 
endar quarter the previous year or approximately seven full-time 
workers would be eligible for real estate loans from the land-bfuik 
associations. This, Mr. Chairman, would exclude only those largest 
farm operations ; it would exclude, according to the Department of 
Labor, approximately 1 percent of the total farms. If we assume that 
there are 3 million farms, this would exclude about 30,000 or the largest 
1 percent of farms from loans. 

Going to the second amendment : on page 9, linee 3-6, delete all of 
the following : " (2) persons furnishing to farmers and ranchers farm- 
related services necessary to their agncukural produotion, including 
basic processing and marketing." In other words, we are saying that 
the custom operation, custom harvesting, custom spraying, and simi- 
lar types of operations other than loans directly to farmers and 
ranchers should be deleted, and we should not have these people eligible 
for real estate loans from the Farm Credit Admini Oration. 

Senator Bellm ON. Are you limiting tliis just to real estate? 

Dr. Barton. No; we will have a comparable amendment on PCA 
loans, on operating loans. We feel that in light of the expanding 
credit needs for agriculture, the fact that the credit needs of farmers 
will double again during the decade of the 1970'b, that we need to 
maintain this credit available for farmers, for ranchers, for their pri- 
mary undertakings, and that these custom operations ou^bt to get their 
credit from commercial banks, from insurance companies, from other 
commercial sources. And the problem here as we found, Mr. Chairman, 
is this: It is very difficult, we found in preparing our testimony, to 
circumscribe this type of loan. If you once open the door to loans Other 
than to fanners and ranchers atriotly defined, then the question be- 
comes : How do you limit this type of loan and how do you make sure 
that too much of the credit doesn't drift ofiF into these areas so that 
you dont have adequate credit for the primary farming and ranching 
operations ? 

Our third amendment is: on page 9, line 6, delete "(3) owners of 
rural homes" and substitutes the following: "{2) owners of housing 
located in open country and in places of less than 2,500 inhabitants. 

In other words, our amendment would keep eligibility of rural 
people generally, farmers and other rural people. We would simply 
say in the sb£*ute that a land bank ought not to get into subdivisions, 
ought not to get into urban places above, 2,500 inhabitants, and we pick 
np the breaking point of the Census Bureau of 2,500 in this regard. 

Going on to the bottom of page 6 in our statement, our amend- 
ment No. i deals with page 14, line 17, of the bill; Substitute a 
comma for the period after the word "association" and add the fol- 
lowing : "Provided, That final decisions on the approval of loans shall 
be made by a 3-member committee which includes at least 2 members 
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Senator Uellmox. I can see the reasoning back of your proposal. I 
frankly don't have an opinion. I liaven't known this was going to be 
suggested, but I am sure the committee will want to give it every 
consideration. 

I can also understand the reason for wanting to limit loans by the 
production credit associations to 15 percent of the capital and surplus, 

Mr. Johnson. Mr. Chairman, let me point out, as Dr. Barton has 
already pointed out, that this is in the existing law. 

Senator Bellmon. I understand; and you want to keep it ? 

Mr. Johnson. That is correct. 

Senator Bellmon. Your reason is you are concerned that a PCA 
may come to the point that it serves a very few very large operatorB. 

Mr. Johnson. It seems to me this certainly would help some of the 
problem that you have been talking about here today and rightly bo 
because it does put a limit on the amount of the total funds that are 
available, that can be made available to any one borrower. 

Very frankly, we suggest what is in the existing law but if you 
wanted to tighten this ^rther, it could be easily done by the same 
route that the provision of the present law tightens up the lo an making 
authority: just by lowering the 15 percent to ten. 

Senator Bellmon. Let me ask you, you havent mentioned any rec- 
ommendation for a limitation on terms or age of directors, the num- 
ber of terms a director can serve consecutively. Do you feel this kind of 
provision would be wise or unwise ? 

Mr. Johnson, I represent farmers of all ages, as does my cohOTt 
here, Dr. Barton. We believe that the democratic processes should 
be protected in these PCA's, and you put a hired man in a tough spot 
when you ask him a question like you have just asked and I suspect you 
put the other witnesses you put this question to in a tough spot because 
many of them work for these farmers today. So, Mr. Chairman, let 
me say to you that I think you are on the warm trail and that as that 
trail gets hotter pefhaps the answer to your dilemma is going to become 
more readily apparent to you. 

Senator Bellmon. I think I get your meaning. 

Mr, Johnson, You wouldn't mind if I clarify that when I look at 
the record, would you ? 

Senator Bellmon. Politicians are accustomed to saving their own 
hides and I suppose you have the same prerogative. 

Also I am sure you would agree that members of the board should 
be active farmers? 

Mr. Johnson. Yes, sir ; I think I would agree with tftMit I see notiiing 
wrong with that as a proposition. 

Senator Bellmon. Gentlemen, I thank you very much for your 
testimony. 

Mr. Johnson. Thank you. 

Senator Bellmon. I am sure the Committee will give it every 
consideration. 

Our next witness, wo have two witnesses now from Kansas and they 
are for some reason at the bottom of the list. If they have travel prob- 
lems, I will be. gkd to call them ont of order, but otherwise we will stay 
with the agenda. 

Go ahead. 
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STATEMENT OP KEITH E. I H^ HW E TE B , PBESISENT, CITIZENS 
STATE BANE, ST. FSANCIS, EANS. 

Mr, Kehueier. Mr. Chairman, my name is Keith Kehmeier, presi- 
dent of the Citizens State Bank. I thauli this committee for the op- 
portunity to appear today, I didn't recall hearing today that there has 
been a commercial banker testify. 

Senator Bellmon. You have the honor of being the first. 

Mr. KEHHBiEit. On ojiy part of this bill. 

Today I am here to present my views on a segment of Senate bill 
S. 148a, referred to as "The Farm Credit Act of iy71." It comes under 
section 2.12 paragraph (13) on page 42 of the bill which will give 
production credit associations the power to participate in loans with 
commercial banks and other financial institutions. 

Personally, I am president of the Citizens State Bank of St. Francis, 
Kans., which is located in the extreme northwest comer of the State. 
And also vice-chairman of the board of directors of the Thomas 
County Xfttional Bank at Colby, Kans. Our whole area is predom- 
ina^y agricultural in nature with very little manufacturing as such. 
As a result all commercial banks in the area have a high percentage 
of their total loans classified as agricultural loans. 

As we all know, inflation is the worst kind of taxation, and there are 
few who are not affected. Financing the needs of the fanner is becom- 
ing a more difficult problem each year as his credit demands increase 
faster than the rural agricultural banks arc able to increase their 
lending limits. In many cases we have the unpleasant task of turning 
down good customers or supplying them with less credit than they re- 
quest and this is not an easy way to win friends for the future. 

Land, labor, and capital are still agriculture's principal resources, 
and the independent farmer is still the entrepreneur master-minding 
their productive combination. Of the three mentioned resources, for 
the qualified farmer and rancher, one of the biggest problems is getting 
the capital to manage at the time it is most needed and in sufficient 
q^uantities. Capital has become agriculture's fastest growing produc- 
tive resource. The use of purchased nonfarm inputs such as machinery, 
equipment, and production items has increased rapidly in recent years. 
Price increases for farm land, buildings, and purchased inputs have 
pushed capita] requirements still higher. And as capital needs for ef- 
ficient and profitable farming have increased, new procedures for ac- 
quiring sufficient capital must evolve. The accumulation of sufficient 
capital for efficient farming is a. problem — implying that the need for 
farm credit will continue to be extensive. 

You can find many commercial bankers and also banking associa- 
tions who applaud the cooperative farm credit system for the impor- 
tant role it plays in providing agricultural needs. The same groups 
further support the system in its efforts to modernize its methcm and 
procedures to make them more flexible. This flexibility is needed for 
functioning effectively as a source of credit for our farmers. 

Farming has oftentimes been viewed from its assumed social de- 
sirability as well as its economic opportunity. At times tiie two con- 
cepts have been confused to be one and the same thing. Thus, witness 
the almost religious fervor with whicli some legislators, farm orga- 
nization spokesmen, and others advocate the concept of the "family 
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farm." The often heard statements such as "Fanning is a way of life," 
"The farm is a good place to raise children," "Many of our great na- 
tional leaders come from agriculture," "Farmera are the laSt oulwark 
of individuality and independence." Though theee statements may be 
true, they do not provide economic justification for agricultural pur- 
suits and offer little if any help in solving probleniB of agriculture. 

The Northwest Kansas Production Credit Association comprises 
nine counties in the area. In this area I have personally visited with 
the 25 rural bankers about the prospect of cooperating with uid cor- 
relating our efforts with the association should the association be 
granted this new authority. Of the 25 bankers contacted, only two 
had any doubts about their ability to cooperate and use the service, 
and even these two were not outspoken on the matter. I have also 
visited closely with our district PCA manager alt Colby, Kans., and 
in his opinion there is a need for such authority and he also anticipates 
good use of a workable plan and cooperation from agricultural lenders. 

In our area, should the PCA be granted the power to participate on 
^fricultural loans with commercial banks, it would provide an addi- 
tional outlet for credit which would be used to a good advantage. 

I believe a plan could be worked out, and should be worked out, on 
a local level which would make it ultra simple to implement and still 
meet the requirements of the participating parties. I believe both the 
PCA and the commercial lenders recognize the ultimate objective of 
providing adequate farm credit would take complete cooperation and 
mutual understanding and trust. I believe that a plan can be «ni- 
summated which would be consistent with the basic objectives of the 
PCA and would provide advanta^ to both the PCA and the ei^iili 
wonder of the world, the commercial banks. Also, the PCA would be 
developing good will with the basic financial institutions of our 
economy. 

I therefore urge your support of this particular segment of the bill 
in order to give us, the rural farm lenders, a continued opportunity 
to build and preserve a strong economy for rural agricultural 
communities. 

Senator Bellmon. Thank you very much, Mr. Kehmeier. May I ask 
you a couple of questions having little to do with this Ijill directly birt 
mdirectly related. You are a banker at St. Francis which I judge frcnn 
your statement to be out in northwestern Kansas ! 

Mr. Kehmeier. Yes, the extreme northwest. We are the last county 
in the northwest comer of the State. 

Senator Bellmon. I am a farmer, as you may know, in north-central 
Oklahoma and I am sure you are plagued as we are with erratic 
weather. You have dry years ? 

Mr. Kehmeier. Yes, sir. 

Senator Bellmon. What happens in a dry year, when cn^ are 
short, to your farm loans so far as the bank examiners are concerned? 

Mr. Kehmeier. Our bank supervisors start classifying loans as sub- 
standard loans meaning then as a banker we have to start saying no 
to these people if they come in and seek further credit. Depending of 
course on the individual case, or at the present time we seek aarastance 
from the Fanners Home Administration for seasonal operating loans 
which is strictly a temporary thing. This granting the authority to 
the local PCA to participate would be an added outlet for intcr- 
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mediate term (sedit, short-tenn credit from there on up not necessarily 
as a dumping hole for chissified bank loans. But when mother nature 
takes over, as in some of your area now, I was down there a little over 
a week ago, and the elements don't favor good fannii^ practices, we 
do have problems. We just say in our area we are a next year country, 
can we hang on ^ We liave. 

Sraiator BelliMON. Do you know of cases in your experience where an 
othrarwise sound farm operation has htasa put out of business during 
a period of unusual drought for lack of available credit i 

Mr. Kehmeier. A sound farm operation gets into deeper trouble 
each year because of adequate credit. You see, a commercial bank first 
now looks to its city correspondent bank for over lines of credit and 
right now in our area the city banks say send us cattle and grain, 
send us your prime security and we wuit paid first. 

Now, it is my understanding in this psiticular bill we are talking 
of that we oouid participate in a total line of credit with the locu 
PCA on a pro rata basis up to our limit and their limits. 

Senator Bellhon. And you would each share in the loss if there was 
alosst 

Mr. Kkhmeier. Yes. sir; and on repayments we would antidpate 
that repayments would be shared pro rata also. 

Senator Beixhon. It has been my observation in watching the 
area that I know best we will have perhaps several fairly good years 
cmd we wUl have stable population and stable conditions and then 
■we catch one or 2 veers of subnormal rainfall or perhaps short crops, 
cmd it is during those times when credit always seems to tighten up 
and that the operators who might have been getting along reasonably 
■well in the average type year are without cr«iit and that is when we 
Itave the farm sales and exodus of people in the city. 

Mr. Kr.TTTmr.TBR. Yes, sir ; right. 

S^iator Bellhon. Do you feel the provisions in the biU as presently 
"written are sufficiently written to help these farmers through these 
periods of stress ? 

Mr. KzHMEiKR. I think as it is written it would give th«n a new 
«ppprtunity or fresh opportunity to do some refinancing, and, like we 
say, look to next year. 

Senator Bellhon. I judge from what you have said in your state- 
ment that most of the bankers you have visited with about this bill are 
of the same mind f 

Mr. Kehheier. Yes, sir. 

Senator Bellmon, I am not trying to be critical of banks because 
I feel commercial bankers have generally done a much better job 
than some of the agencies this bill is intended to help ; but it occurs 
to me one of the great problems is that in today's farming business 
there is a very great need for longer term credit than commercial 
banks can usually extend. For instance, the farmer who is in the 
^rain business and needs a new tractor and new combine, he is talking 
about a good many thousand dollars, and if his operation is a normal 
one he can't pay that kind of loan back in a single year or perhaps even 
3 years or maybe even 5 years. 

Do the banks in the area you know best follow a practice of extend- 
ing long-term credit or medium-term credit ? 
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Mr. Kehhei^i. Intermediate credit in our area, we have taken a 
more openminded attitude toward that, I will say, in the last 5 to 10 
years than we evsr have before. We knew we had to get into it. I am 
talking from 5 to 7 to 8 years in there. 

Senator Beli.mon. Do you feel that this bill will encourage other 
banks and help you bank to provide this kind of credit to farmers! 

Mr. Kehmeier, Yes, sir ; I Iwlieveitwill. 

Senator Beu.mon. You do this through a participation arrangement? 

Mr. Keiimei>k. Yes ; which we can't do now. 

Senator Beixmon. What will the bank examiners, what view will 
they take of this kind of operation ? 

Mr. Kehmeier. Of course they will look at the overall operation, 
the operation of the farm, the operating statement, the ability to repay 
mainly is what they look at, and we look at the management capabili- 
ties. Our old saying is the best thing a farmer can put on his land is his 
shadow. If he is out there every day he has got a better than average 
chance of coming out of it and we argue with the bank examiners aa 
some land. Sometimes we talk them out of criticizing loans and some- 
times we don't. But jjersonally, knowing the operator, this is why I say 
if we could get this implemented, if this comes to pass on the local level, 
it would be compatible with the regulations of the PCA and in this 
case the State banking regulations of the State of Kansas, I think 
it would have a great need, great use. 

Senator Bei,i.mon. IjcI me ask you another line of questions. Most 
of the witnesses we have had today somehow or other have been tied 
up with the Farm Credit Administration or the PCA or Federal land 
bank and I think thev have been hesitant to respond openly so you 
wouldn't have any of those kind of constraints. 

Are you familiar personally with the operation of any PCA? 

Mr. Kehmeier. To the mechanics of it ? 

Senator Bellmon. Yes, sir. 

Mr, Kehmeier. Basically is all. 

Senator Bellmon, Do you have a feeling as to whether or not the 
Congress would be wise to write, say a two- or three-term limitation 
on service on a PCA board of directors, to two terms or three terms? 

Mr. Kehmeier. I think it would be a good thing in our area particu- 
larly. We have had some people serving on the board, one maybe 
stated here awhile ago 29 years in the same capacity. They constantly 
bring new ideas in. He could not succeed himself. If he chose to nm 
again maybe after three terms he would have to lay off and come back 
and get reelected. I could see some merit to it. 

Senator Bellmon, Do you find the PCA's you know alMut generally 
tend to serve all of agriculture or do they tend to make loans just to 
the segment of agriculture that the directors seem to know best? 

Mr. Kehmeier. Well. Senator, in our area I think they are pretty 
well diversified iu there. A lot of this I know in our association, it is 
my own thinking it depends quite a bit they rely heavily on the local 
managers and his field staff who go out and personally make the farm 
inspections and advise it with the farmer that is making application 
for the loan as we do in the comnicrcinl bank periodically. We call it 
eyeball inspection, eyeball to eyeball conversation with the borrower, 
and I think in a lot of cases this is true in many PCA's. 
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Senator Bellmon. Mr. Kehmeier, thank yon very much. 
Mr. Kehmeier. Thank you for the opportunity. 
Senator Bellmon, Our next witness will be Mr. Richard T. O'Con- 
uell, Secretary of the National Council of Farmer Cooperatives. Mr. 

O'Connell. 

STATEMENT OF BICHABD T. O'COHITEIX, SECBETART, NATIONAL 
COUNCIL OF FAEHEE COOPEEATIVES 

Mr. O'Connell. Thank you. 

My name is Richard T. O'Connell. I'm secretary of the National 
Council of Farmer Cooperatives. The National Council is a nation- 
wide federation of farmer-owned businesses engaged in the marketing 
of agricultural commodities and/or the purchasmg of farm supplies 
and 34 State cooperative councils. Affiliated with our nearly 100 re- 
gional farmer cooperative members are 6,500 local cooperatives serving 
three million farmer memberships. Farmer cooperatives which com- 
pose the membership of the National Council are owned and con- 
trolled by farmers as their off-farm business operations. 

Our interest in S. 1483 is based on the contmiiing need of farmer 
cooperatives to have a growing supply of credit in the future. In addi- 
tion, a progressive system of Banks for Cooperatives can materially 
assist farm cooperatives in building effective marketing and pur- 
chasing organizations for and on behalf of farmers. Strong off'-farm 
institutions owned by farmers are the most important private method 
of improving farm income. 

The policies approved by (he membership of the National Council 
limit our comments to amendments pertaining to the Banks for Co- 
operatives, except for one section involving the Production Credit 
Associations. 

In our judgment. S. 148.^ is a continuation of the following policy 
stated in the Farm Credit Act of 1953 : 

It Is declared to be the policy of Congress to encourage and to facilitate In- 
creased borrower participation In the management, control and ultimate owner- 
sblp of tbe permanent system ot agricultural credit made available tlirongh 
InatitutlonB operating under the supervision of tbe Farm Credit Administration. 
(12 U.S.C. section 636(a) ). 

We believe Congress should be commended for the initiation and 
the continued support of the Farm Credit System throughout the years 
it has been serving farmers and farm cooperatives. Few other institu- 
tions created by the Congress can point to such continuing success. 

COMMISSION ON AGRICULTURAL CRHHT 

The recommendations contained in S. 1483 are principally the result 
of actions taken by the Commission on Agricultural Credit appointed 
by the Governor of the Farm Credit Administration. The Commission 
completed its work and reported to the Governor in March, 1970. The 
executive vice president of the National Council of Farmer Coopera- 
tives, Kenneth D, Naden, was a member of that Commission and chair- 
man of the committee which drafted the final report. He was invited 
to testify before this committee, but was unable to accept because of a 
prior commitment involving the meeting of the International Federa- 
tion of Agricultural Producers in Paris. 



-dhyGoOt^le 



The need for continuing improvement of the Farm Credit System is 
well stated by one of the moat knowled^able leaders in economics and 
finance in asriculture, Dr. Tyrus R. Timm, head of the Department of 
Agricultural Economics and Socioiogy, Texas A. & M. Univerraty. 
Dr. Timm said in a recent speech : 

Lenders and farmers will have to be blgbl; fle^ble in orgaolgltig practices to 
serye emerging credit needs. These needs may originate from changing tech- 
nological, economical and political conditions. Adapatlons will hare to come in 
the organizational strncture, in procednres, in legal reqnirementa and the at- 
titudes of the lenders. 

We believe the foregoing statement adequately describes why we 
believe the Farm Credit System must constantly adapt to the chang- 
ing structure of agriculture if it is to continue to serve organizati(Hi8 
growing in diversification and market influence. 

3.0 establishment; title; branches 

Among farmer cooperatives, as is true for business generally, mei^- 
ers and consolidations are reducing the number of corporate ^itities. 
The average decline in the number of farm cooperatives has been 2 to 
3 percent per annum over the past 20 years. 

A decade ago most of the mer^rs were among local cooperative 
units, but in the 1960'8 larger regional cooperatives began a trend of 
consolidations which is continuing today and will likely continue in 
the future. 

The impact on the banks for cooperatives has been the rise of t^e 
larger borrower. Although loans have been made to over 2,000 co- 
operatives in the latest reporting year, it is not uncommon in some 
districts for fewer than 10 larger borrowers to obtain a substantial 
portion of the district bank's loan volume. Compare this with an excess 
of 10,000 farm cooperatives in the li)30's when the bonks for coopera- 
tives were created and one can readily understand the need for an 
amendment to allow mergers of districts on an optional basis in order 
to serve more effectively the trend toward a reduced number of 
borrowers. 

The term "cooperative association" was expanded from the Capper- 
Volstead Act of 1922 in the Agricultural Marketing Act of 1929. 
The definition of "cooperative association" in this act is the basis 
for determining the eligibility of a fanner cooperative to borrow 
from the banks for cooperatives. It is based on the voting media held 
by producers. A strict interpretation of the "cooperative association*' 
definition in the 1929 act could indicate that unless 100 percent of 
the voting media is held by producers a cooperative could not borrow 
from the banks for cooperatives. This strict interpretation was modi- 
fied by regulation so that currently 90 percent of the voting media 
must be held by producers in order for a farmer cooperative to be 
eligible to borrow from the banks for cooperatives. 

The proposal in S. 1483 seeks a reduction of the voting media re- 
quirement to not less than 66% percent, with an option for each dia- 
trict to increase the percentage above this level if desired by that 
district. The National Council policy supports a position requiring 
at least 65 percent of the voting media must be held by producers 
in order to be eligible to borrow from the banks for cooperatives. 
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Farmers and rural residents patronize and join farm cooperativea 
for a variety of reasons, including convenience, quality of products, 
price and the desire to be a member of a group. 

We believe the drafters of the d^nition of a "cooperative aaso- 
ciation" recognized the difiBculty of the 100 percent rule or anything 
approaching it, in its reference to member and nonmember participa- 
tion in a farm cooperative. In the third condition of the limitation of 
the activities of a "cooperative association", the drafters of the defini- 
tion said as follows : 

* * * tbat the asBodatlfHi sball not deal in fann products, farm enppties 
and farm bnalnesa seiTiceB with or tor non-members in an amount greater In 
values than the total amount of auch buslneaa transacted by it with or for 
members • • • (42 Stat 388. 12 tJ.S.C. 1141(J). 

We recognize the above definition relates only to business being 
done with members and nonmembers presuming they both are pro- 
ducers. Nevertheless, it is indicative to us that the framere of the 
definition of "cooperative association" understood the need for flexi- 
bility in applying the principle involving farm cooperative organiza- 
tions. They recognized that if a farm cooperative did more than 60 
percent of its business with members, that it would meet the test 
of what Congress had intended to be adequate service to the members 
of such organization. 

Reducing the voting media to no lower than 66% percent to be 
held by producer-members will satisfy the most important issue — that 
the control of the farm cooperative will remain in the hands of farmer 
producers while at the same time allowing gome degree of flexibility, 
recognizing the variances in agricultural operations and the differ- 
ences in agriculture throughout the twelve farm credit districts. 

3.8 OWNERSHIP OF STOCK BT B0RR0WBR6 

Section 3.9 of title III merely adds one additional method of 
x»pitalizing the banks for cooperatives. We support this change 
"which will allow "permanent capital" to be built in the Banks m 
relation to the loan volume of the borrower. The borrower will 
purchase stock on the same "override" method as is reauired now, but 
t>y leaving the stock in the bank it will assure the bEmlcs for coopera- 
tives of a stable and growing capital base. 

4.3 AOOREGATE OP OBLIGATIONS; COLLATEBAL 

The amendment seeking to extend the debt to capital ratio of the 
banks for cooperatives from 8-to-l to 20-to-l is a very practical one. 
All of the district banks and the central bMik will reach the present 
8-to-l ratio level this year or next. With farm cooperative credit 
needs rising at the rate of about 15 percent per annum, failure to 
increase this ratio would curb growth among these off-farm business 
operations. In addition, with the successful performance of the banks 
for cooperatives over 38 years, we see little risk in allowing this more 
favorable ratio. Also, the amendment will follow action taken several 
years ago by the Congress in approving an increase in the debt to 
capital ratio for the Federal Intermediate Credit Banks. 
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I.0AX8 FOR RELATED SERVICES 

Section 2.15(a)(3) would permit the Production Credit Associa- 
tions to lend junds to persons providing services to fann and farm- ■ 
related activities. When this i^ecommendatioii was made by the 
Commission on Apricultm-al Credit, it specifically mentioned several 
services which would be covered by this proposed amendment. These 
services are one which normally would be undertaken by a farmer, 
but because of the costs of equipment or the economies of custom 
work, the farmer would jirefer having this work contracted to a serv- 
ice firm. We have been assured by the staff of the Farm Credit Admin- 
istration that these loan activities will be for such services as custom 
spraying and custom harvesting and in no way will compete with 
existing operations of farmer cooperatives in a given area. 



Our lack of comment on other parts of title III of S. 1483 does not 
reflect our lack of support for these proposed provisions. It is that 
we consider those amendments to be concerned primarily with the in- 
ternal operations of the banks, organizational policy or are technical 
in nature. We have attempted in our statement to emphasize those 
amendments relating to the bi-oader agricultural finance and credit 
policies ofthe banks for cooperatives. 

We urge the committee to give approval to S. 1483. It will provide 
the basis for a strong continuing and growing farm credit system. 

We appreciate the opportunity to express our views on this measure. 

Senator Bellmon. Thank you very much. Mr, O'Connell, I would 
like to ask one question. On page 5 you mentioned that extending the 
debt to capital ratio for banks, for cooperatives from 8-to-l to 20-to-l 
is apractical idea. 

Can you tell me how many more dollars this will make available to 
be loaned to agriculture ? 

Mr. O'Connell, I believe the net worth and earned surplus of the 
banks to cooperatii-es is roughly $300 million. 

Senator Bellmon. If you went to 20-to-l ? 

Mr, O'Conxell. It is now 8-to-l ; it is roughly $2.5 billion. 

Senator Bellmon. That would be roughly $6 billion. 

Mr. O'Connell. Yes. sir. 

Senator Bellmon. Someone mentioned earlier that altogether the 
Farm Credit Administration loaned about $8 billion last year ? 

Mr. O'Connell. That would include the Federal land banks and 
production credit. I believe the banks for cooperatives loaned between 
$1.5 and $2 billion this past year. 

Senator I^ellmon. So this vrould more than double? 

Mr. O'Connell. Yes, sir. 

Senator Bellmon. Do you have adequate credit at the present time 
or do you frequently run out of money ? 

Mr. O'Connell. We are close to nmning out of money. The con- 
tinued pressure of providing new services for farmers is f^ing to 
accelerate. In the next decade fanners will want more services par- 
ticularly extensive livestock processing activities. 

Senator Bellmon. The amount of capital available to the banks 
goes up year by year. I suppose ? 
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Mr. O'CoNNELL. Yes, sir. 

Senator Bellmon, Thank you very much, Mr. O'Connell. 
Mr. O'Connell, Thank you. 

Senator Bellmon. Mr. Herbert W. Pike, National Advisory Com- 
mittee on the Federal land banks from Whiting, Iowa. 
Mr, Pike. 

STATEMENT OF HERBEKT W. PIKE, NATIONAL ADVISORY OOHHIT- 
TE£ OF THE FEDERAL LAND BANE ASSOCIATIONS, WUITUHa, 
IOWA 

Mr, Pike. Senator Bellmon, it is a privilege to appear before your 
committee to discuss with yon firsthand the problems farmers face in 
obtaining long-term credit suited to their needs. 

I own and operate a grain-livestock farm in the Missouri Kiver Val- 
ley between Sioux City, Iowa, and Omaha, Nebr. 

I am a borrower- member of the Sioux City Federal Land Bank 
Association, serve on its board of directors and represent stockholders 
of the Omaha farm credit district on the Federal land bank associa- 
tions national advisory committee. 

During my term as chairman of this national committee, I also 
served on the commission on agricultural credit. Much of the proposed 
legislation now before Congress is an outgrowtli of the year's work 
and recommendations of this commission, 

S. 148.3 is designed to modernize the farm credit system to enable 
it to better serve farmers and rancliers and meet tlieir changing needs. 

Prior to the war I worked as a farm manager, land appraiser and 
loan analyst for one of the leading insurance companies m Iowa, so 
I have some perspectiie as a lender as well as a borrower. 

Institutional investors, such as an insurance company, tend to 
channel their funds into areas of high volume and low risk. The Iowa 
company for which I worked made farm loans in only the best areas 
of the Corn Belt, plus a few selected ranch areas, and has since gone 
out of farm loans entirely in favor of insured housing mortgages and 
commercial loans. I am not finding fault with this insurance company, 
I still have most of my insurance with this company. But the point I 
am trying to make is what is best for them and their policyholders is 
not always best for agriculture. 

By way of contrast, the Federal land banks serve all agricultural 
areas in the country all the time. They deserve much of the credit 
for furnishing the credit which has enabled the commercial family 
farm to develop as the mainstay of American agriculture. 

Another thing I like about the Federal land banks is their coopera- 
tive structure. Borrowers ha\'c a voice in determining lending policies. 
Earnings have been paid out as dividends or used to build reserves 
for just such contingencies as the recent wide fluctuations in interest 
rates. 

Fortunately, interest rates in the last fi montlis have settled back to 
more reasonable levels. Eight percent money was especially hard on 
the Federal land banks because they were committed to borrowers 
on long-term loans at much lower rates, some as low as 4 percent. 

We know now it was a mistake to guarantee the interwt rate to 
borrowers for long periods of time in the face of uncertain money 
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markets. A recent innovation iB the variable rate intereet plan dow 
in eHect in all 12 banks. This plan allows the banks to adjust interest 
rates charged borrowers, up or down, depending upon the cost of 
funds in the bond market. A variable interest rate more evenly spreads 
the cost of credit among all borrowers, makes for greater stability of 
the banks and enables them to work on narrower margins. 

Worse tha,n high interest rates would have been the continued 
scarcity of loanable funds we experienced in 1966. This was due to 
an attempt to dampen the inflationary demand for money and hold 
interest rates in line by rationing funds. 

Another innovation is a recently developed working agreement be- 
tween the Federal land banks and the Farmers Home AdministratJMi 
whereby the Federal land banks make the first mortgage loan and 
Farmers Home Administration the second mortgage loan, thereby ex- 
tending Farmers Home Administration's limited appropriated Gov- 
ernment funds to serve more borrowers. 

As we look to the future, we see the need for broadening the author- 
ity of the Federal land banks to serve fore farmers, especially young 
farmers. Presently the land banks are limited by law to luidmg tmly 
66 percent of the normal value of farm real estate. Since the normal 
value are somewhat more conservative than market values, a 65 per- 
cent limitation on normal value results in a. loan of about 58 perc^it 
of the market value. 

The removal of this limitation^ which is proposed in S, 1483, would 
permit the banks, under regulations established by the Faxm Credit 
Administration, to put more emphasis on a borrower's management 
abilitv and repayment capacity. It would favor many young fanners 
who nave demonstrated management ability and are long on energy, 
but short on equity. 

A departure from farm credit's traditional role of serving only 
farmers and their cooperatives is the proposal in the bill that the 
banks be permitted to finance persons providing farm-related serv- 
ices-custom services such as combine, aerial spraying and other highly 
specialized farm operations. We are, m effect, asking that these people 
M classified as fanners though they may not have crops or land of 
their own. 

Another concern of the land banks is that they might do more to 
assist borrowers with the intangibles of an increasingly complex farm 
business, with such credit-related services as appraisal, manageanrait 
counseling, self-retirement programs and specialized insurance. These 
services would not only assist borrowers but reduce tiak to the lender 
Inr improving continuity of management of the farming enterprise 
tney have put together, come retirement age or an untimely death or 
disability. 

A final concern of farmers is rural development — the maintenance 
of convenient trade and community centers, the retention of popula- 
tion in rural areas, jobs for those displaced by larger farms and a 
qualitv of life which will attract capable replacement farmers and 
desirable rural neighbors. 

The farm credit system cannot solve all the problems of rural area 
development, but it can, if permitted by law, make a contribution to 
improved rural housing. Enactment of the legislation now under 
consideration would permit the land banks to make nonfarm rural 



DiqhzfidhyGOOt^le 



293 

housing loans. This will fill a need for middle-income mntl residents 
because the principal lenders in this field, the Farmers Home Admin* 
istration, must restrict its loans to low-income borrowers. We see 
these as loans outside of towns and other built-up areas. While no 
great volume of such loans is anticipated, any homes built new 
or repaired will likelj replace a growmg number of deteriorating, 
surplus farmhouses and attract a more desirable class of occupants. 

It appears there will be a greatly increased need for strictly agricul- 
tural credit. In 1970 farmers owed a total of $d5 billion in botii mort- 
gage and short-term debt, $lfi billion of which was supplied by the 
farm credit banks. Projections are that total credit needs of agrioil' 
ture could reach $120 billion, more than double, by 1980. This would 
be all lenders, not just the farm credit agencies. 

Inflation alone, with an increasing price level of 5 percent annually, 
would account for a 50 percent increase in 10 years, and there is no 
letup in the trend in agriculture to substitute capital for labor. Wl»t 
we nave seen in crop operations in the form of larger machinery is 
now taking shape in livestock operations in the form of automated 
feeding, controlled environment and pollution control. 

In summarizing, I would emphasize these points : 

1. The Federal land banks are cooperative in structure, wholly 
farmer-owned, and serve farmers and ranchers in all areas, all the 
time. 

2. Kemoval of the 65 percent of normal value loan limit would j^ve 
the banks more flexibility in serving a wider range of deservmg 
farmers. 

3. The farm credit banks should be permitted to finance those fur- 
nishing farm-related services, such as custom operators. 

4. Involvement in credit-related services would be a service to the 
borrower as well as improve the quality of loans for the lender. 

5. Finally, the Federal land banks could make a contribution t» 
rural development by expanding into the rural housing loan field. 

Finally, Senator Bellmon, I would like to add that you made a 
good point this morning in saying that farmers who had it made tend 
to serve as directors. Unfortunately this is true of most leadership 
roles in agriculture. A farmer can t come to Washington to testi^ 
during com planting unless he is affluent enough to have a crew 
capable of keeping the planters eoing while he is gone. That is one 
of the problems in agricultural leadership. 

Now our Federal Land Bank Advisory Committee for several joixa 
has recommended a uniform retirement age for all boards in all dis- 
tricts. We also think all directors should he active borrowers. In the 
Oklahoma farm credit district it is the policy no borrower may be a 
candidate for director after age 70. This makes more openings for 
younger farmers. 

Another policy which tends to make elections more democratic, and 
we do this, IS to appoint a nominating committee and insist on at least 
two candidates for each office. 

Now, we discussed a limit of two consecutive terms in the Commis- 
sion on Agricultural Credit and we decided against it. One farm 
organization leader on the Commission put it very well, I think, when 
he said limited tenure destroys farmer leadership and let management, 
run the show because they can stay until retirement age. Limited tenure 
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is too arbitrary. You may lose a aood director halfway through a 
critical time or a project that he has nelped start and once off, directors 
tend not to come hack. 

Another point I would like to emphasize, in many rural areas we are 
becoming snort of leadership as well as numbers. Thank you. 

Senator Beixhon. Thank you, Mr. Pike. I would like to ask you 
two or three real brief questions. We have another witness and I dont 
want to prolong the thing too much. 

What would you estimate to be the average size of a farm in the 
Missouri Valley that you know best! How many acres does it take to 
make a living? 

Mr, Pike. We have just had a new census figure and the county where 
I live is one of the largest in the State. We have an average size farm 
of about 400. 

Senator Bellmon. 400 acres! 

Mr. Pike. Yes, sir j in my township, which is an area of grain form- 
ers. The average size is 600 and 1,200 acres. 

Senator Bf.llmon, Would you say 500 acres for both areas! 

Mr. Pike. Yes, sir. 

Senator Bellhon. What realistically is the ceiling price of land in 
this area at the present time ! 

Mr. Pike. It will range from $300 to $600 an acre. 

Senator Bellmon. $450 average ! 

Mr. Pike. Yes, sir ; $500. 

Senator Bellmon. This means that an average farmer needs $250,000 
to own his land! 

Mr. Pike. The tendency is high in this area. Two-thirds is repre- 
sented, which means there is a lot of nonrented voters which enables the 
tenant to put his money in machinery and farm more land. 

Senator Bellmon. I was trying to get the figures because in your 
testimony you said that at the present time on the normal vslue that 
the Federal land bank can only loan 65 i)6rcent and this has resulted 
in loans amounting to about 53 percent of market value. In other 
words, what I am trying to say, in order for a farmer to actually own 
his own land he would have to have under the present way t^e Federal 
land bank operates about $125,000 of his own capital. 

Mr. Pike, Yes, sir. 

Senator Bellmon. What do you feel under the terms of this law it 
will require for a farmer to beowne an owner-operator! You have had 
experience in the way the Federal bank operates. How do you feel 
they are going to apply th© new law ; what will be the likely loan 
policy ? 

Mr. Pike. Well, I could visualize an operator who has provwi him- 
self who has a good line of machinery, I would think you mean how 
high, what would be the limit ! 

Senator Bellmon. Eight. If you had an operator that you had con- 
fidence in, how much do you feel your land bank association vrould 
loan liim to buy the unit ! 

Mr. Pike, t would make a guess of 80 percent. I think tl»e city 
housing goes 85. 

Senator Bellmon. I am not sure there is a limit in the bill. So on 
$250,000 unit vou would loan him 80 percent of this, you would loan 
him $200,000 ; is that right ! 

Mr, Pike, Yes, sir. 
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Senator Bellmon. Well tiiat makes it possible he might be able to 
own his own operation. I personally feel it is a great disservice to afri- 
cultu re to have a bunch of landless people out here operating land wrj 
cannot hope to own and I would hope in the bill it will provide the 
moneys for responsible farmeis to become landowners. Do you tiiink 
we have succeeded in that? 

Mr. Pike. I think the farmers today always have to make the 
choice, do I own a small farm or rent a Itirger coie, and I am not sure 
the alternatives are better to be a tenant on a larger farm than the 
owner of a small farm. But I think the coming 10-year pattern will be 
the fanner gets control, he owns a small headquarters farm, he has his 
home, liis shop, his livestock there and then he rents additional bare 
land from the nonresidents in our area because that is what the non- 
resident wants. Th^ don't want buildings to keep up and the extra 
taxes and upkeep. That makes a pretty good combination; a lot of 
them are doing that. 

Senator Bellmon. Under the terms of this legislation wiU tiie 
Federal land banks be able to loan the farmers enough m(»ey to 
actually own the headquarters where he bases his operation ! 

Mr, Pike. Yes, sir; I think so, because he has the income frcnnallof 
these other acres as well as what he is trying to buj. 

Senator Bellmon. As I read the lawj it provides funding for rural 
housing. Will this let him build a machine shed and provide tiie bams 
and the other that he may want ? 

Mr. Pike. We can loan for those buildings now. Kuia! housing is 
for nonf aimers, you see, people who are not actually farming. 

Senator Bellmon. Your Federal land bank does loan at the present 
time for improvements to land ? 

Mr. Pike. Yes, sir. 

Senator Bellmon, If you want to buy a harvester you can do this! 

Mr. Pike. Yes, sir. 

Senator Bellmon. Do you loan half or 75 percent? 

Mr. Pike. Sixty-five is the limit. But that would be on the whole 
security. Another thing connected with rural housing, I know of two 
instances in our area, it is a grain farming area, people can live in 
town as well as the country. Two tenants through the Federal Farmers 
Home Administration have built homes in town, tenant farmers built 
homes in town, and both of those farmers have died in the last 2 years 
and now their families and widows are set up in town and have a way 
to live, they don't have to move from their rented farm. 

Senator Bellmon. On page 4 you mentioned the Federal land banks 
would not directly provide all of these services but given the permis- 
sion they could provide guidance in securing counsel. 

If I understand you properly you are suggesting here perhaps the 
Federal land banl^ might contract with the trust department of a 
bank for the management of an estate ? 

Mr. Pike. Yes, sir. When you get into this field you get in the field 
of law and accounting and things and you must be an expert, and I 
think we would be much better off to provide the initial incentive to 
do something. It is the fact that farmers are doing nothing about it, 
they die without even a will. 

Senator Bellmon. You are not suggesting that tiie Federal land 
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bank become trustees or fidticisry agents for Mtateet 

Mr. PiKX. No, sir. 

Senator Bellhon. Under the terms of this legislatifm could Federal 
land banks manage trusts ? 

Mr. Pnu. Wen, that is a possibility. Banks do it. you see. 

Senator Bellhon. Do you want this authority for Federal land 
banks! 

Mr. Pike. I wouldn't know how to answer that. 

Senator Bellhon. Thank you very much. 

(Supplementary statement filed by Mr. Pike is as follows:) 

Senator Bellmon m&kes a good point— that it Is the fannen wbo "bare it 
made" who tend to be the directors of production credit assodatlonB. Unfortn- 
nately, tliis ts tme of most leadership roles In aKricnltnre. A farmer can't come 
to Waahington to testify dnring com planting unless he is affluent enough to 
have a erew capable of keeping the planters going while he Is gona 

Onr National Federal Tjnd Bank Association Advisory Committee, for Bereral 
years, has recommended a uniform retirement age for all boards In all dtstrlctB. 
We also think all directors should be active borrowers. 

In the Omaha Farm Credit district It is the policy that no borrower be a candi- 
date for director after age 70. This makes more openings for yonnger farmera. 
Another policy which tends to make elections more democratic Is to appoint a 
nominating committee and insist on at least two candidates tor each office. 

We discussed a limit of two consecutive terms In the Commission on Agrlcnl- 
tnral Credit and decided against it. One farm organization leader on the Com- 
mission pnt it very well, I tMnk, when he said, "Limited tenure destroys bnner 
leadership and lets management rnn the show because they can stay until re- 
tirement age." Two terms Is too arbitrary. Xou may well lose a good director 
half-way throagh a critical time. Once a director goes off a board, he very seldom 
comes back to rnn again. One of our problems today in agricultnre Is that many 
raral areas are short of leaders. 

Senator Bellhon. Our last witness is Mr. William H. Snyder, 
manager of the Federal Land Bank Association of Topeka, Eans., 
and we apologize for the lateness of the hour, I am told we saved 
the best for last. I hope you live up to your ability. 

STATEHEHT OF WILUAH H. SITTDEB, KAlTAaER, FEDEKAL LAUD 
BAITK ASSOCIATION, TOPEKA, EANS. 

Mr. Snyder. I am used to working past five. 

Mr. Chairman, I am William H. Snyder, and I am manager of 
the Federal Land Bank Association of Topeka, Eans. I appear in 
support of the proposed Farm Credit Act of 1971, testifying specifi- 
cally in favor of the removal of the 65-percent loan limitation pres- 
entty imposed in the making of Federal land bank loans. 

During my 23 years' experience in long-term farm mortgage lend- 
ing with a Federal land bank association I have observed the steady 
increase in the number of younger, capable farm and ranch operators 
whose capital needs for expansion could not be met under the 65 
percent of normal value loanable through our system. Thus, they 
were either denied the opportunity of expanding into more efficient 
size operations or were forced to resort to both first and second liens, 
or to temporary short-term borrowing imposing heavily on their 
current assets and limiting their operating flexibility. 

This situation becomes even more acute as farm real estate values 
continue to increase and as greater amounts of capital are substituted 
for labor in our modern farming trends. Farm real estate values have 
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doubled in the post 15 years and are S^ times their level in 1046 at 
the close of World War II. Average value per acre in the Nation 
increased 3 percent this past year which, with other increasing costs, 
adds to the capital requirements of agricultural producers. The total 
amount of borrowed capital in agriculture has more than doubled 
in each of the past two decades and the end is not yet in sight. 

Presently the value of farm real estate constitutes two-thirds of all 
the assets in agriculture, yet only one-half of the total debt is on the 
land. Although the total farm mortgage debt has increased $16.5 bil- 
lion in the past 10 years, the aggregate debt is less than 14 percent of 
the total value of all farm real estate. Therefore it seems reastxiable 
that farm real estate must be the security for a greater portion of the 
increase in borrowed capital anticipated in the decade before us. 

Long-term loans supplying borrowed capital of a more permanent 
nature will be required to transfer this land of ours from one geoera- 
tion to a younger generation. Sufficient flexibility should prevail in 
lending policies to permit tailoring the amount of the loan to fit the 
repayment ability, resources and needs of qualified applicants beycmd 
any specified percentage limitation of normal value. This would place 
more responsibility for loan determination on the Federal land banks, 
recognizing and utilizing their 54 years of successful operatitms. 

Therefore, I urge the removal of the present 65 percent limitation 
primarily to modernize the effectiveness of the Federal land bank 
system enabling it to serve more appropriately the current and fore- 
seeable long-term credit needs of our Nation's agriculture and particu- 
larly those of the young, advancing farmers and ranchers. 

This, I feel, is necessary if the' Federal land bank sysiMn is to 
fulfill in an efficient manner its original purposes and its current 
challenges. 

Thaii you very mu(^ 

Senator Beluion. Thank you, Mr. Snyder. 

Let me ask you this one question. As I understand the provifflons 
in the new law we would simply remove tiie 65 percent limitation, 
we do not put aiw limitation on at all i 

Mr. Sntder. That is right. 

Senator Beu-mon. What do you feel will be the result of this? Are 
we going to have some land hanks and associations tjiat go over- 
boara and perhaps make 100-percent loans ? 

Mr. Snyder. We shouldn't because at the presoit time we analy^ 
every situation on its own credit merits and some people today maybe 
can't handle 50 percent and some can handle 100 percent and I think 
we would still apply the same credit ^andards without this as we 
do with others. This is my personal feeling. 

Senator Bbllmon, You don't feel there should be any limits 

Mr, Sntder. No. 

Senator Bellmon. Take the limit out and be through with it! 

Mr. Sntder. Right. 

Senator Bxzxuon. Do you feel that the proposition that has been 
presented here today that maybe we need some changes in the law to 
make certain that these lending institutions don't ffJl under the con- 
trot of older larger operators would be appropriate so far as Federal 
land bank associations are concerned ? 
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Mr. Snti^ You are referring to the board of directors ( 

Senator Bellhon. Yes, sir. 

Mr. Snydek. Now, speaking from a personal standpoint I think if 
the boards, the associations, will appoint a nominating committee 
com|X)sed of the membership and let tiiem pick two candidates to ran 
and pick good men, I think the membership, the stockholders will see 
we have good men to run the associations. This has happened to me. I 
have haa four new directors in about as many years. Three of them 
are younger than I am and another one about my age, one at 72, but 
his term is comine up and I feel certain they will probably vote him off. 
But mv stockholders are actually electing the ooard of directors. I 
think this can happen. 

Senator Bellhon. What would you do as a manager of, let's say, a 
Federal land bank association or PCA if you had a board made up of 
individuals who were all in their 60's or 70's and who had been serving 
for many years and who had so restricted their loans that they loaned 
only to older lareer operators; how would you go about changing the 
make-up of that board? 

Mr. Sntdee. Well, I had a situation similar to this when I took over 
the association. They were all on there and had been for several years 
when I took over and it isnt an easy job but it takes some persuasion 
to get the board to decide to go along with the nominating committee 
and it isn't impossible. 

Senator Bellhon. If you undertook to get this board to allow some 
changes to be made, it is likely they might decide to change the 
manager. 

Mr. Sntder. This is very possible. I thought about this. 

Senator Bellmon. It seems to me it is sort of necessary for the Con- 
gress to takp some steps to see that these things don't happen because 
when you get a situation, there are several that are going to be horrible 
examples. It seems to me when that happens while the manager is 
working to bring about change a lot of otherwise good loans are re- 
fused and a lot of people are forced out of agriculture. 

"Mr. Sntdkh, I would imagine this is very possible. I am hoping 
that it is not happening very often. 

Senator Bellmon. I would hope it wouldn't happen at all after we 
get through with the new law. 

Mr. Snyder. With the pressure being put on the associations to meet 
the credit needs we don't have time to just serve one segment of the 
people. 

Senator Bellmon, I certainly agree and I hope we can write a law 
that will keep that from happening. 

Thank you very much, Mr. Snyder. 

Mr. Snyder was the last of the witnesses for today. The hearings will 
continue again tomorrow, Tuesday. May 18, at 10 o'clock in this 5uime 
room, and if any of you are interested yon are welcome to come and 
participate. 

(Whereupon, at 5:30 p.m., the hearing was recessed until Tuesday, 
May 18, 1971, at 10 o'clock a.m.) 
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FARM CREDIT ACT OF 1971 



TUEBDAT, KAY 18, 1971 

U.S. Senate, Subcoumittbe 
ON Aqricui-tdral Credit and Rural Elbctritication 

OP THE Committee on Agricui-tcbe and Forestry, 

Washington, D.C. 
The committee metj pursuant to call, at 10 :10 a.m., in Room 324, 
Old Senate Office Building, Hon, George McGovem presiding. 
Present : Senators McGovem ( [Jresidine) , Allen, and Curtis. 
Senator McGovern. The committee will be in order. Our first wit- 
nesses for today have been before this committee many times; Mr. 
Marvin McLain, the legislative director, and Mr. Kit Haynes, the 
assistant legislative director of the American Farm Bureau 
Federation. 

Mr, McLain and Mr. Haynes, we will be happy to hear from yoo 
now, 

STATEMENT OF HAETIH L. HcLAIN, LEGISLATIVE DIEECTOB, 
AMERICAN FARU BUREAU FEDEBATIOR 

Mr, McLain. I have with me also, as you observe, Cliff Mclntyre, 
former Congressman from Maine. 

Senator McGovern. A former colleague of mine in the House of 
Representatives. 

Mr. McLain. That is right, and he is head of our Natural Resources 
Department. More important, he has 12 or 14 years experience in the 
Farm Credit field and worked with or delegate body at the last con- 
vention to review the whole area, so I brought him along in case we had 
some real technical questions. 

With your permission, then, I will omit part of my short statement 
with the understanding that the whole statement will be included in 
the record. 

Senator McGovern. All right, fine, we will see that the entire state- 
ment is made a part of the record, 

Mr, McLain. We sincerely appreciate this opportunity to present 
views of the American Farm Bureau Federation on the farm credit 
legislation now under consideration. 

The more than 1.9 million families represented in the American 
Farm Bureau Federation by reason of their voluntary, paid-up 
membership in 2,818 county farm bureaua in 49 States and Puerto 
Rico have a very practical interest in reliable sources of adequate 
credit. In modern-day agriculture, credit has become an important 
resource of efficient production, just as land, skillful management, 
equipment, and labor are resources. 
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_ The ever-increasing requirements for capital inputs in the opera- 
tion of efficient farming and rancliing operations have resulted in 
substantial part from the phenomenal advances in agricultural tech- 
nology in recent years. The needs for capital vrill continue to ekpand 
to the extent that new techniques are applied more extensively and 
further technological advances are accomplished. Current data show 
that farmers and ranchers are utilizing about $60 billion of bor- 
rowed capital each year. This is more than twice the amount of 
credit used 10 years ago, but is only half of the credit requirements 
projected for 1980. At that time, it is predicted, an efficient family 
farm will require a minimum capitalization of between $250,000 to 
$500,000 depending upon the type of farming. 

Farm Bureau for many years nas supported creation and main- 
tenance of a farm credit system owned by those who borrow from 
it — individual farmers and ranchers and their cooperative organiza- 
tions. Farm Bureau leaders were active in developing the existing 
farm credit laws which date back to the Federal Farm Loan Act ot 
1916, which established the Federal land banks. A long-term Farm 
Bureau goal was attained with the complete retirwnent of Govern- 
ment capital from the farm credit system at the end of 1968. 

The Farm Credit Act of 1971 apparently is intended to rewrite 
the body of farm credit law now on the bootra, so as to bring authori- 
zations of the Farm Credit Administration in line with present- 
day credit needs of America's farmers and ranchers. 

In line trith our members' deep concern with farm credit, elected 
voting delegates to the American Farm Bureau Federation's most 
recent annual meeting, held at Houston, Tex., last December, adopted 
a statement Of policy on "Agricultural Credit" which reads, in part : 

Agrlcultaral credit needa are changing and growing. Suppliers of credit 
to farmera and ranchers should provide credit services to meet these Deeds. 

The increasingly heavj Investment by farmers and raadiers reqnirea a 
broad base of finance for operating expenses and for the purchase of fiirm 
equipment, motor veblcles, and facilities. This includes the flnaadal aetrices 
of commercial banks, suppliers of this equipment. Cooperative Farm Credit, 
and Farmers Home Administration. 

We recognize the credit problems of qualified youths not yet estabUshed 
in agriculture. Programs designed specifically to deal with their problems 
should receive special and careful study. 

We urge closer coordination and cooperation between Production Credit 
Associations and Federal Land Bank Associations including consolidation of 
farm credit units within and between Farm Credit districts wherever practical 
for maximum service, convenience, and efficiency of operations. 

We oppose Inclusion of the Farm Credit System in any central bank designed 
to handle the market financing of other government agencies. All Farm Oredlt 
securities should be marketed on their merit as provided in the S^rm Credit Act 
We favor legislation to establish clearly the Independent authority of tblfl 
System to raise needed funds In the market. 

We oppose efforts to establish federal btidget control over the Fann Otedlt 
System. 

We conMdpr the report and recommendations of the Commission on Agricul- 
tural Credit an Importiant contribution to a serious analyfds of changes needed 
to meet the rapidly changing demands of American agriculture In an eqaally 
rapidly changing rural economy. We share a deep interest In constmctiTe 
changes in credit services to agriculture. 

We favor legislation to amend the Farm Credit Act to provide for the direct 
election of one member of the Federal Farm Credit Board from each of tbe 
Farm Oredlt districts with an additional member elected at large. 

We recommend a change in existing law to allow the Farm Credit A ' ' 
Oaa to be located outside the U.S. Departmeut of Agricultnie. 
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We rectmmend leglrt&tion whidi will allow the Varm Credit Admlnlatntloii 
anthorlt; to establish loan llmitatlona on Land Bank loana Id relation to normal 
Taloes condstent with sonnd credit princf pies. We recommend also that Indlrldul 
endorsement of corporation loana not be required, except In cases wliere tbe 
bank consldere endorsement necesBar; for secnrltf reasons. 

We recommend that the System be allowed to extend credit to farm related 
bn^ess onlf if such a boslnees provides a service which directly redates to 
farm operation needs and which would otherwise require the farmer to equip 
himself to do the work ladlTldually. 

We will support leglalaUve changes to provide authority to the f^rmi Oredit 
Admlnlstratioti to use a liatfie Farm Oredit securUy. 

We win sapport leglalation to authorize the FCA to cbange tbe ellglbllltr re- 
quirements relating to loans to co<q)eratlves. 

If the Farm Credit BanlcB and/or Amodatlons engage In farm-relalsd or 
borrower-related services, these activities should be c^wmted on a noD-i)i^t(nals. 
None of the larm-related servlceB should be ofCered where adequate services are 
available to borrowers through other established soarces. 

<Fann Bureau should continue to explore ways to enaare the avallafalllty of 
BOOrces of sound agricultural credit at reasonable rates adequfLte to meet Uie 
needs of competent farmera and ranchc^B. Farm Bureau should coathwe to study 
the poselblUtles of Insured loans through various types of lending loatttatloaK 

The farm credit system as it exists today is an appropriate monu- 
metLt to the foresight, diligence, hard work and management skills of 
those who assisted in its establishment and those who have participated 
in its development for more than ha.)f a centnrr. During the year ended 
Beo^nber 31, 1970, units which make up the fann crMit s^st«an made 
knns in the amounlt of $lfi.4 billion, and loans outstanding at tJie end 
of last year amomited to $14.8 billion. The system currently supplies 
some 20 percent of all credit used by individual farmers arid ranchers 
and approximately 60 percent of tne credit used by agricultoral co- 
operatives. 

While the system obtains the vast majority of its funds for lending 
from t^e Xation's investors, it also has relied upon invesfcmoits by 
borrowers for some of its capital. It is noteworthy that borrowers have 
invested $1.1 billion in capital stock of agencies of the a r y stan. 

Some of the law under which the farm credit system operates was 
written as long ago as 1916, and a significant amount was written in 
the 1930'8, witn revisions and additions since that time. It is appai«iilt 
that modernization and consolidation of existing farm credit law is 
needed to enable the ^stem to operate with the flexibility required 
to meet present-day farm credit needs. 

Many provisions of the lengthy legislation now before this commit- 
tee were recommended by the Commission on Agricultural Credit 
named by the Federal Farm Credit Board in May ofl969 and assigned 
the task of (Ij studying agriculture's credit needs during the 1970's 
Mid (2) advKmg the Board on how the farm credit system can help 
meet these needs most effectively. 

Farm Bureau was represented on this Commission by Charles B. 
Shuman, who at that time was president of AFBF and who since 
has retired. The policy adopted at our convention last December com- 
ments on the report and recommendations of the Commission as being 
"an important contribution to a serious analysis of changes needed t« 
meet the rapidly changing demands of American agriculture in an 
equally rapidly changing rural economy." The statement adds : 
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Since most provisions of the proposed legislation involve technical 
matters relating to authorizations or administrative procedures, we 
will confine our comments primarily to those policy areas of special in- 
terest to our members. 

The farm credit system was created for the purpose of providing 
credit to agricultural producers and their cooperative organizations. 
Throughout the years, credit extended by units of the syst^ has been 
for agricultural purposes. Because of the emphasis beine placed on 
slowing migration from rural areas to the cities — and the emphasis 
being placed on rural development and adequate housing for all 
Americans — it would appear that adequate funds would be available 
from sources other than the farm credit system to meet the demands 
for rural housing financing for nonfarmers. In the years ahead, agri- 
culture will require ever- increasing amounts of credit, and it would 
appear most prudent for the farm credit system to preserve its avail- 
able credit resources to meet the ever-growing credit needs of 
agriculture. 

Title I of the proposed act would authorize Federal land banks 
to extend long-term mortgage credit to both farmers and nonfarmers 
for rural housing. Similarly, title II would authorize the Production 
Credit Associations to extend short-term and intermediate-term credit 
for rural housing to both fanners and nonfarmera. 

The Commission on Agricultural Credit took cognizance of the 
needs of farmers for adeq^uate credit and also of the dangers of spread- 
ing the system's services into areas not directly related to agriculture. 

Among its initial recommendations, under the general heading of 
"Serving Farmers," the Commission declared : 

In prorldlag farm credit, the farm credit system should limit flnandng to 
IndlTiduBl farmers aod other legal entitles whose buslnesg Is predomlnantlr 
farmlDK and whoae owDers would be granted credit if they were indlvldaal 
applicants. 

The system ahonld serre the farm and family credit needB of the part-time 
farmer, bat qnallflcatlons as a farmer should not entitle such members to un- 
limited financing for other purposes. 

Within this framework, no restriction is recommended bs to loan porpofle. 
However, the farm credit system is designed to be an agricultural l«nder, and 
administrative measures shonld be taken to assure *bat lending for other than 
sgrlcultnral purposes does not jeopardize the ability to extend agricultural 
credit 

We respectfully recommend that the committee give consideration 
to deleting the authority for extending credit to nonfarmers to fi- 
nance rural housing or, at least, to adding language to assure that 
such lending will not in any manner jeopardize the ability of the land 
banks and uie PCA's to provide needed credit for agricultural pur- 
poses. 

The legislation under consideration would permit the Federal Land 
Banks to make loans to persons furnishing farmers and ranchers 
^rm-related services necessary to agricultural production, including 
basic processing and marketing. It also would authorize the land 
banks to make loans to persons furnishing farm-related services to 
farmers and ranchers for necessary capital structures and equipment, 
including initial working capital. 

Then it goes one step further and provides that the banks may own 
and lease, with option to purchase, facilities needed by farmers and 
ranchers and persons providing farm-related services. 
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Similar authorization ia provided for the PCA^, the Federal bter- 
mediate Credit Banks and the banks for cooperatives to own and 
lease, with option to purchase, equipment needed in operations of 
their stockholders. 

Use of custom services for such operations as harvesting, spraying 
and other necessary tasks which require use of expensive machinery 
for relatively short periods of time is widely practiced in modem- 
day farming and ranching and should be facilitated where economi- 
cally soimd and efficient In line with our policy, we recommend that 
the system be authorized to extend credit to farm-re]ated businesses 
only if such businesses provide a service which directly relates to farm 
operation needs and which otherwise would require the farmer to 
equip himself to do the work individually. 

This recommendation in no manner is intended to endorse the re- 

rst in this legislation to authorize the ownership and leasing of 
ilities and equipment by units of the farm credit system. The rann 
credit system was conceived and has been operated successfully as a 
source of credit to make capital available to farmers and ranchers 
for carrying out their agricultural operations. Ownership and leamng, 
even with the option to purchase, of such structures and equipmmt 
as would be required for operation of efficient processing and market- 
ing of agricultural commodities is far removed from the fundamentid 
purpose for which the system was created. 

Senator McGfovERN. In that connection are these recrait related serv- 
ices that you have just been talking about, including the housing, is 
none of that authority in the existing law ( 

Mr. McLain. The authority for nonrural housing is not in the cur- 
rent law and the authority to purchase and own outright is not in 
the current law. 

Senator McGovern. It is the new features that you are objecting to f 

Mr. McLain. Yes, sir. 

Titles I and II also authorize the land hank associations and the 
PCAs to make available to borrowers such financial-related services 
appronriate to their operations as they may determine are feasible un- 
der FCA regulations. Such services conceivably would include record- 
keeping, income tax preparation, assistance in estate planning and the 
transfer of farms and ranches between generations, and insurance. We 
agree that such services should be available to farmers. For exMnple, 
accurate and adequate records are essential for efficient farm manage- 
ment and also as a basis for credit; however, duplication of services 
should be avoided. In some of these fields satisfactory alternative 
sources of needed services are already available. 

The agricultural credit study commission considered the matter of 
credit related services being provided by the land banira and PCAs. 
In this connection, it recommended : 

The primary consideration in offering any service ahoald be the benefit it pro- 
Tldee members and the lender In using and extending credit, and not tbe remun- 
eration wliich ma; accrue to the banks or aseoclationa. 

The avallabllltr of competent services through other normal business cban- 
nels should be recognised and, where they are provided at reasonable cost, the 
System should not develop competing services but assist membeia in the ptoHt- 
■ble use of such services. 

Farm Bureau's recommendation is that no such service should be 
launched — or continued — unless and until it is determined that (1) 
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adequate service at reasonable cost is not available e^where and (2) 
the actual costs of providinff such services are determined and incorpo- 
rated in the financing plan. We strongly recommend that the bill be 
amended to so provide. We also recommend that the bill be amended 
to provide that borrowers shall not be required to purchase credit re- 
lated services from the farm credit system as a condition of eligibility 
for a loan. 

Since the proposed bill makes no mention of a limitation on the ratio 
between the value of real estate and the amount of a Federal land 
bank loan, it, in effect, eliminates the 65 percent of normal value linait 
in the present law. Farm Bureau supports authorizing FCA to estab- 
lish loan limitations on land bank loans in relation to normal values 
consistent with sound credit principles. 

Farm Bureau also supports the provision which would eliminate the 
requirement for individual endorsement of corporation loans, except 
in cases where the bank considers such endorsements necessary for se- 
curity reasons. 

We also support authorizing the FCA to change preewit eligibility 
requirements relative to loans to cooperatives by the banks for coopera- 
tives. In view of the greatly increased multiple ownership of farms, 
occasioned by transfers of partial interests between generations and 
by joint ownership with nonproducers, the present requirement that 90 
percent of an eligible cooperative's voting media must, be held by pro- 
ducers is unrealistic. 

Section 5.8 of title V provides for a 13-membcr Federal Farm Credit 
Board, with one member designated by the Secretary of Agriculture 
as his representative on the Board, and the remaining 12 appointed by 
the President, with advice and consent of the Senate, from nominees 
proposed by the Federal land bank associations, the PCAs and bor- 
rowers from the banks for cooperatives in the respective Farm Credit 
Districts, This is the manner in which members of the Federal Farm 
Credit Board now are selected. 

The farm credit system has retired its government capital and no 
longer is an agency whose capital structure has within it any funds 
provided by the Federal Government. Having attained this status, 
we believe it is appropriate that members of the Federal Farm Credit 
Board be elected by the owner-members of the system. 

We recommend that this bill be amended to provide for the direct 
election of one member of the Board from each of the Farm Credit 
Districts with an additional member elected at large. 

Section 6.17 of title V would authorize the Farm Credit Administra- 
tion to acquire and equip property for its headquarters in the District 
of Columbia or elsewhere. It is our firm belief that the Farm Credit 
Administration should be headmiartered outside the U.S. Department 
of Agriculture. FCA has repaid all of its government "seed money." 
It has come of age. It's time for FCA to set up its own home, so 
to speak. 

We endorse the provision authorizing FCA to be located outside the 
Department of Agriculture, and we strongly recommend that thb 
provision be implemented as promptly as inay be consistent witik 
sound business practices. 

Section 5.18 of title V would authorize the FCA to execute on 
behalf of the banks consolidated and systemwide obligations for sale 
in the Nation's money-markets to obtain funds for lenmng. We believe 
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that isstiance of a single farm credit security would result in economieB 
and prove more efficient than the method of issuing individual aecu- 
rities under present law. Consequently, we also support the provision 
authorizing a single security. 

We appreciate the privilege of presenting views of the Farm Bureau 
at the hearing on this important legislation, and we stand ready to 
assist the committee in any manner in which we can be helpful in its 
consideration of this bill. 

If you have any questions, we will be glad to answer them now or 
later. 

Senator McGovern. I have just a couple of questions. Yesterday 
Senator Bellmon indicated his intention of offering some amendments 
to the proposed bill. I don't know whether you have had a chance to 
look at those. 

Mr. McLain. I have heard about them. 

Senator MoGovekn. One he proposed mi the basis of his feeling that 
at lea^ in his State, the PCA's have been dominated more 1^ the 
larger cattlemen and have not been respwisive to the needs of grain 
farmers and poultry producers and others and especially the smaller 
ones. He proposed an amendment that the boards of directors of 
PCA's and other such lending agencies in the farm credit field should 
be more broadly representative of the a^cultural interests in the 
area they serve. He proposed we ought to write in some kind of 
guidelines in the legi^ation to insure that those who serve on these 
Boards would r^ect the economic interests of all of the farm producers 
in agiven area. 

T^uld you think that would be a useful safeguard to put into 
the le^slation ? 

Mr. McLain. Well, first of all, let me say we have no policy on it 
because this was not discussed at our convention. This uMnes up in 
our organizatiiHi, of course, in our county units where the people elect 
their board members It comes up in any organization. 

It is kind of hard, I think, to write into a law a proviso that fixes 
it 90 the participants, and the participants in PCA's are really the 
niKi that borrow money from the PCA cannot select whtan they 
want. 

Our experience has been this way in our organization. I would 
think you would want to be rather cautious about this. I realize the 
problem, but there isn't any system that is perfect. First of all, they 
are independent of Government funds now, they are operating <hi 
their own. We suggest the Federal Farm Credit Board be selected 
in a manner a littTe different than what the farm credit people sug- 
gest by leaving the President out of it. And if you are going to be 
mdependrait, it kind of looks like you ought to let the people decade. 
It ispretty hard to not let the people decide. 

We have no position. I can see the problMn in isolated cases. I 
would think you would want to be careful you don't write in some- 
thing that could cause more trouble than the way it now is. That 
would be my observation. 

Senator McGovern. I think his point was that you have a kind 
of adf-perpetuating syst^n where tne borrowers to select the board 
and the board in turn tends to favor the type of people who are 
borrowers. 
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Mr. McLain. Another way to get at this, as you know fpwn your 
experience, is to rotate boards. Some even suggest that with Senators. 

Senator M(^3overn. It might be a good idea- 
Mr. McLain. But you see the Senate never decides to do that really. 
I ha vent observed it yet. 

S»iator McGovERN. It took care of the President but we havent 
taken care of ours yet. 

Well I think that is one xKWsibility maybe to consider. 

Mr. McLain. Methods of selecting PCA boards could be considered. 
You check with other people. As I say, we don't have a policy on it. 
We have experience in our own organization. When you regulate who 
people shall select to represent them, you have prtmems. 

Senator McGtovern. I think he proposed a two-term limit on the 
board members. 

Is your organization generally satisfied with the terms that are set 
on these Iwins? There has been some criticism about the credit avail- 
ability being overly restrictive, overconservative, in some cases charges 
made that it is even tougher than the local banking instituticms. 

Mr. McLain. Well, of course, they have recommended, you see, to 
remove the 65 percent of normal value limitation, and we concur in 
that. I think the farm creditsystemhasa wonderful record. It has been 
my observation for many years that the record is good, and if the os- 
tein is going to continue this record, it must be careful as to what it 
does. 

Now, we have other agencies, like the Farmers Home Administra- 
ticm to take care of emergency situations, and I think the move here 
to remove this limitation on percenta^ of the value that you can loan 
on a farm is a move in the right direction. 

You and I know land vames go up and down and there ought to be 
real discretion exercised in this area, I think, because this fn^tean has 
had such a wonderful history that we would hate to see anything hap- 
pen to it The intent of the changes which have been suggested here and 
recommendations of the Commission study is to bring about changes to 
help improve the farm credit system, and we are for that, as our 
testimony indicates. 

Senator McGovern. Well, thank you very much, Mr. McLain and 
Mr, Haynes— Cong-essman Mclntyre, it is good to see you again. 

Mr. McInttre, Thank you, it is nice to see vou again. 

Senator MoGovern. Is Dean Boger of Michigan State Univeraty 
here ^ The dean has an airplane schedule to worry about so I think we 
will call him next. 

Proceed in any way you vrish. 

STATEUEHT OF LAWBESCE SOGER, DEAIT, COLLEaE OF AOKICUIr 
TURE, UICHI0AI7 STATE UniTEBSITT, EAST LAKSHTG, HICK. 

Mr. BoGER. Thank you, Mr, Chairman. I have a very brief statement 
which I will read and then stand ready to respond to questions, if you 
have them. 

I should perhaps comment that I, too, served on the National Agri- 
culture Credit Commission. I don't refer to that in the papM* bat if 
there are questions beyond this I would be happy to ret^xnd to those;. 
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My remarks today will be limited largely to items appearing in tHAee 
III and IV of the proposed act, but particularly the need for de- 
bentures to net wortli ratio relief for the banks for cooperatives as 
provided for in section 4.3. 

In the course of my professional career I have been privileged to 
study and research the economics of American agriculture. The abil- 
ity of the American in this country and abroad in no small measure 
is due to the credit services available to him. And if continued in- 
creases in efficiency are to be not only possible, but highly probable, 
more capital will be required and a higher percentage of it will be bor- 
rowed. Experts from my institution and elsewhere agree that the 
credit needs of agriculture will nearly double by 1980 and my own 
projections for farmer cooperatives are for a tripling of their credit 
needs by 1980. Increases of these orders will tax the ability of all 
sources of funds to meet the expanded needs, 

A few summary statements on trends for fanner cooperatives will 
put the foregoing statement on their future credit needs into better 
perspective. If we go back 15 years, we note that the number of co- 
operatives has declined more than 1 percent yer year, and the size of 
individual coojjeratives measured by both numbers of members and 
volume of business has increased percentagewise more than the decline 
in numbers. Volume of business m both real and dollar terms for all 
cooperatives as well as individual cooperatives has increased. 

The growth in volume has outpaced the growth in both farm income 
and farm expenses. Cooperatives thus have faced increasing problrans 
of building net worth and have had to use increasing amounts of bor- 
rowed capital to finance growth. These trends are expected to con- 
tinued. 

For the past 41^ years I have been a member of the board of di- 
rectors of the Central Bank for Cooperatives. In 1968, the board es- 
tablished a committee to study the capital needs of the bank. I have 
seized on that committee and currently am its chairman. As part of 
our activity we have tried to assess the trends in agriculture and in 
farmer cooperatives as they bear upon the needs for credit services. 
The following table summarizes data for 1966-67 with our projec- 
tions to 1980. 
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The proieotions in the table were the basis for earlier stated con- 
cluBions wnich bear repeating. Bv 1980, net worth will represent a 
smaller propottion of assets and oorrowed capital a hi^er propor- 
tion of assets. Also it should be noted that the projections indicate 
that a higher percentage of the credit needs will be met by the banks 
for cooperatives system. In 1966-67, the system provided 60 percent of 
the needs ; by 1980 the proportion likely will be two-thirds. That per- 
centage has been increasing since the early 1950's from 50 percent 
to the current 60 percent level and two-thirds by 1980 seems to be 
fairly realistic. 

Given these facts and projections, it comes as no surprise to find 
that the banks for cooperatives system has seen loan volume outpiue 
capital growth causing the debenture net worth ratio to rise. The 
current legal limit of 8 to 1 poses a serious problem now, and if nnad< 
justed, normal growth in volume could cause it to be exceeded within 
a year. 

Several arguments can be advanced for increasing the ratio. Among 
them are : 

(1) The other components of the system are at 20:1, therefore 
section 4.3 brings the banks for cooperatives into a comparable status. 

(2) The favorable loss experience of the system. Losses oyer the 
years have been minimal. 

(3) The demonstrated capacity of the system for sonnd 
management. 

(i) The c<Mnpetent supervision and examination provided by the 
Farm Credit Adminigtration. 

(5) The heavy burdens on farmers to provide large amoontB of 
capital needed for their operations and investments m cooperatives 
will be reduced. 

In all fairness it should be pointed out that in case of an emergency, 
the Governor of the system can draw upon the revolving fund to 
purchase stock in the banks for cooperatives system (section 4.1). 

To conclude: If the banks for cooperatives system is to adequately 
serve the needs of farmer cooperatives and their farmer members, 
a relaxation of the 8 :1 debenture nd; worth ratio is needed. Adequate 
justification exists to support the language of section 4.8, S. 1488. 

Thank you. 

I will be happy to respond to questions, ^r, if you have thun. 

Senator McGJovern, Thank you very much, Dean. I just have one 
question. It is not specifically on the subject you have concentrat«d 
on, the banks for cooperatives, but I wonder as a person who has been 
working in the field of agricultural economies for a long time if you 
are concerned about the very rapid growth in farm credit and farm 
indebtedness we have seen in recent years in terms of the overall 
health of the agricultural economy. Does the very dramatic accelera- 
tion of farm borrowing disturb you in any way ? 

Mr. BoGER. Well, if you put it in any way the answer is yee. But 
overall, as I have stated on many occasions, we have shifted from a 
land base to a capital base or capital intense agricultural system in this 
country and the need is to expand the capital input even further if 
greater efficiency is to be obtained, and the only way that we <^n do 
that is to increase the proportion of borrowed capital, and if you look 
at the balance sheet of agriculture and compare the credit li^ilit^ to 



..gle 



total assets we have a very favorable ratio in total yet, 90 the prob- 
lem comes with mdlviclual types of farms in certain aections of the 
cotmtry, not in terms of the overall. It is a matter of managing the 
capital input as best as we know how. 

Senator MoGovstir. It does raise a special problran, doesnt it, for 
young people to break into agriculture 9 

sir. BOGER. Very definitely. It is becoming increasdngly difficult 
for young people to mobilize the capital required to get mto an effi- 
cient farm operation. This is where Government can play a role 
through the Farmers Home Administration and, of course, assistance 
through the cooperative farm credit system and much of our ccon- 
mercial banking indu^iy here is quite conscious of this and doin^ 
what they can through insurance companies and the like. 

S^iator McGovERN. Thank you very much. We appreciate your 
testimony. 

Mr. BooER. Thank you. I appreciate the opportunity to be hwe. 

Senator McGovern. Is Mr. Norman here ? 

Mr. Norman is president of the First National Bank of Clarks- 
ville, Terai., and chairman of the Agricultural and Sural Affairs 
Committee of the American Bankers Association. Mr. Thomas R. 
Smith is president of the First National Bank of Perry, Iowa, a mem- 
ber of the AiEfricultural and Rural Affairs Committee, American Bank- 
ers Association. We are happy to welcome you, Mr. Nomum and Mr. 
Smith. 

STATEHEHT 07 ESWASD U. ITORlCAir, FBESZSENT, FIKST NA- 
TIONAL BANK, CLAEESniXE, TENN., AND CEAISKAN, AORICUI- 
TXTBAL AND RURAL AFFAIRS COMKITIEE, AMERICAN BANKERS 
ASSOCUTION, AND TH0HA8 R. SHITH, PRESIDENT, FIBST NA- 
TIONAL BABX, PERRT, IOWA; AND MEHBER, AORIClTLTTrBAL 
AND RURAL AFFAIRS COUUITTEE, AMERICAN BANEEB8 
ASSOCIATION 

Mr. Norman. Thank you, sir. My name is Edward Norman. I am 
president of the First National Bank, Clarksvillej Tenn,, and chair- 
man of the Agricultural and Sural Affairs Committee of the Ameri- 
can Bankers Association. My bank which has $30 million in deposits, 
is located in north central Tennessee. I appear on behalf of the AmM> 
ica.n Bankers Association which is a national association of banks. 
Our membership includes 98 percent of all the commercial banks in 
the country. 

With me is Mr. Thomas K. Smith, president of the First National 
Bank, Perry, Iowa, a $14 million bank. He also is a member of tiie 
American Bankers Association Agricultural and Sural Afairs 
Committee. 

About 80 percent of the ABA membership is made up of small coun- 
try banks. In many instances the business of these institutions is heav- 
ily dependent upon the farmers and agriculture. On the other hand, 
the farmer is also dependent upon the country bank for credit and 
other services. Therefore, it is obvious that our associatiwi is vitaUy 
interested in the welfare of the farmer. As an indication of bank in- 
volv«nent in financing or agriculture, nine out of 10 or nearly 12^>00 
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banks have loans outstanding to fanners. According to a 1966 Federal 
Reserve study, 44 percent of the commercial banks made one-fourth 
of tlieir total loans to farmers and 2-2 percent of the banks made more 
than one-half of their loans to farmere. Today commercial banks are 
providing fanners with approximately $15 "billion in direct loans. 
Bankers from all parts of tne country only request a free and equally 
competitive environment in which to acquire funds and make loaos to 
farmers. 

The rural banker has worked closely with the fanner over the years 
and has an understanding of his financial problems. He has a sincere 
interest in providing each worthy fanner with the financing he re- 
quires to meet the challenges of the future. 

We appreciate this opj)ortunity to discuss the Farm Credit Act of 
1971. It IS significant legislation. The law that emerges will have an 
important bearing on whether the farmer of the future, like the farmer 
today will have two or more strong financial organizations bidding 
vieorously for his credit business. A financially strong agriculture 
will depend on the farmer's favorable position in the marketplace, 
including the financial markets. It therefore becomes most important 
that the competitive environment is strengthened — not weakened. 

In evaluating this legislation our association used the following 
criteria in determining its desirability. 

(1) The cooperative farm credit system should continue to devote 
all of its efforts to the direct financing of farmers and the providing 
of closely associated credit related servicea 

(2) "the system has reached maturity, and therefore, all banks 
within the system should assume full tax responsibilities. 

(3) The banks within the system even though federally chartered 
organizations should, as other lenders, be subject to State and local 
laws. 

(4) The system's borrowings should be subject to review by U.S. 
Treasury. 

The cooperative farm credit system has played an important role, 
along with other lenders such as insurance companies and banks, in 
assuring farmers an adequate supply of credit. The system has men 
particularly effective in channeling funds from the central or big city 
money markets into agricultural areas. 

The record shows that banks supported the formation of the co- 
operative farm credit system during the early part of this century. 
Banking encouraged the repayment of government capital by the sys- 
tem and has not opposed changes in farm credit laws, which were re- 
quired from time to time, to permit the system to become a part of the 
mainstream of lending to all bona fide farmers. 

We support those parts of the legislation ibefore us thaft will enable 
tihe system to further modernize its methods and procedures and en- 
able it to opera.te more effedtively as a source of farm credit. 

We will not list atthis time all items in the proposed legislation that 
we support but would like to mention three, namely, (1) the aiAhority 
to issue a systemwide (single) security, (2) a prudent relaxation at 
the S5 percent loan-to-value restriction on Federal land bank mort- 
gages, and (3) a less restrictive farmer membership requiremeiA in 
cooperatives financed, as long as tlie cooperatives remain farmer ori- 
ented and owned. 
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There »re certain features in the propoBed legislation — some are con- 
tinuations of inequU^ies and others involve new directions for the 
system — that we seriously question. As agricultural oominunity bank- 
ers, we urge you to consider the following issues carefully. 

(1) The cooperative rfarm credit system ^ould continue to obtain 
its loan funds from the central money markets und all 'bond offerings 
should ibe subject to U.S. Treasury review. 

To assure this^ tJie issuing of farm credit inve^ment bonds, which 
was started in mid- 1970 and are being sold in small denominations of 
$1,000 to members and employees of the system in local communities, 
should be discontinued. Although the sale of such bonds to date have 
not been significant, potentially they could become an important fadbor 
in disrupting the normal flow of savings in rural communities. The 
sale of these securities does not creat« additional funds for agriculture. 
It merely serves to drain funds from rural institutions which are pres- 
ently struggling to serve tihe credit needs of t:he local community, in- 
cluding farm credit. 

These investment bonds have many of Che characteristics of an inter- 
eat bearing demand deposit. While sales in a low interest rate money 
market are not significant, in a tight money period these bonds have 
been made available at rates and terms in excess of rates and terms 
that could be paid by local commencial banks. To be competitive the 
interest rates would have to be appropriate to the terms of the instru- 
ments and be related to the requirements of Federal Reserve Regula- 
tion "Q." A minimum limit of $10,000 would remove the bond to some 
extent from being in direct competition with savings deposits. 

We believe that the sale of such bonds should be discontinued. 

The system should be given permission to issue a systemwide 
(single) security offering its full flexibility to compete effectively in 
the central money market. 

We believe that all securities issued by the farm credit system should 
be approved by the U,S. Treasury as are securities issued by the 
Federal National Mortgage Association and the Federal home loan 
banks. Because of the size and frequency of offerings of securities by 
the farm credit system it is extremely important that such offerings 
be coordinated with Treasury financing operations to national debt 
management policy. 

(2) The new legislation should not continue the present tax exempt 
status of the Federal land banks, Federal land bank associations and 
Federal intermediate credit banks. 

The cooperative farm credit system, including these banks, has 
reached a degree of maturity that enables it to bear a fair share of 
the tax burden comparable to that of other lenders with which the 
system competes. 

The financial strength of the system is reflected by its successful 
performance. In 1970, the combined banks within the system held over 
$14 billion in farm loans, or 26 percent of the total market. This com- 
pares to $3.8 billion, or 15 percent of the market 10 years earlier. 
Federal land banks in 1970 were the largest single institutional source 
of farm mortgage loans with a volume of $6.7 billion, or 40 percent 
of such loans held by institutional lenders. 

By mid- 1969, the system had a combined net worth of nearly $2 
billion consisting of no Government capital. This was up from $1,2 
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billion 10 years earlier, of which $216 million wu Government funds. 

The combined net worth of the Federal land ban^ and Federal 
land bfuik associations alone was $1 billicm. It seems incredible tliat 
the Federal land bank system, commanding 40 percent of the market, 
should not be expected to return a reasonable portion of its earnings, 
as other lenders do, for the support of our Govemmrait. 

The restrictions which formerly limited the system to financing pri- 
marily the small- and medium-sized farms have been removed so uiat 
it is now able to compete freely at all levels for the f ann credit bnsineflB. 

The farm debt studies made as far back as 1960 show that the average 
size sliort-term loan made by production credit associations were 60 
percent larger than those by banks. More recent information relating 
to farm mortgage recordings in 1969 indicate that Federal land bank 
mortgages averaged $31,760 compared to $16,030 for banks, or twice as 
large. It would appear that commercial banks are, in fact, the back- 
bone of financing for t^e smalt- and medium-size operations. 

Senator McGovern, Do you think it would be helpful to have some 
kind of guidelines in this legislation requiring that the size of the loans 
by PCA's and other farm lending agencies be more in line with the 
average credit needs of the farm producers in a given area! 

Mr. XosuAN. No, sir; they are in a free and competitive environ- 
ment. Many farming operations are going to require large loans and I 
really see no constructive purpose in restricting them as to size because 
I don't think it will accomplish the total goal. 

Senator McGovern. That is not the thrast of your testimony when 
you say the commercial banks are serving the smaller farms, yon are 
not complaining about that ¥ 

Mr. Norman. No. sir; other than that since we do serve the small 
farmers we would like a hearing of the inequities that we are cur- 
rently experiencing at the marketplace. 

Senator McGovern. I see. 

Mr. Norman. The cooperative farm credit system right down to the 
local level is an aggressive, competitive lender with advertising and 
business development budgets comparable to otlier local finimcial 
institutions. 

We see no reason for continuation of their tax exempt status. It is our 
hope that this inequity will be corrected when the new law is adopted 
for the cooperative farm credit system. 

The Congress could partially correct this situation by adding to 
the paragraph dealing with taxation of Federal land bulks and 
Federal land bank associations and to the paragraph dealing with 
taxation of Federal intermediate credit banlffl a sentence compar^le 
to the last sentence in the paragraph dealing with taxation of the 
l«mk for co-ops and production credit associations. To aectiwi 1.21 
would be added : 

Tbe ezempUoii provided herein sball apply only for any year or part tbereoC 
in wblch BtiK/k for a Federal Land Bank or Federal Land Bank Anoclatlon to 
held by tbe Governor of the Farm Credit AdmlnlBtraUon and ahaU apply only 
to such Federal Land Bank(s), or Federal Land Bank Aasoclatioti(«}. 

A comparable amendment would be added to section 2.8. 

(3) All banks within the cooperative farm credit systMn ehoold 
be subject to State laws, particularly usury laws, mortgage re^stoa- 
tJon tax, and State income tax on the interest paid on the sjwbem^ 
securities. 
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Ab 'Hnfltnunentalities of the Federal Government" al! banks witiiin 
the system now claim exemption from State iisury laws. The full im- 
pact of this special treatment surfaced during the recent tiffht money 
period when the farm credit banks were able to continue Tending at 
higher than usury rat«s while private lenders, such as life insurance 
companies and commercial banks, were forced to either withdraw or 
to curtail their lending activities. 

llie cooperative farm credit banks are free to compete with other 
Iraiders. The system should be subject to State taxes such as mortage 
registration tax. W© further feel that the income on their debt in- 
struments should be subject to state income tax. A parallel is that 
national banks, which are also federally chartered, are subject to such 
Stat« laws. 

(4) The cooperative farm credit system should confine its efforts 
Btriiments should be subject to State income tax. A parallel is that 
to the direct financing of a^icultural production ana the providing 
of closely related credit services. 

A, smursioN of csedit 

We feel strongly that the purpose of the system, that of financing 
farmers, would best be served by the system continuing to devote afl 
of its efforts to the direct financmg of farmers. We oppose those sec- 
tions of the legislation which are contrary to this, including the au- 
thority to finance agriculturally related businesses and the financing 
of the purchase, maintenance, and repair of nonfann rural hou^ng 
including mobile homes. 

Some 40 percent, or over $22 billion, of the total credit used by 
farmers is being extended by merchants, dealers, individuals, and other 
nonreporting groups. The system should make a strong effort to 
assume some of this credit for farmers, which in turn would reduce 
the credit requirements of agriculturally related businesses. 

New authority should not be granted to the system which would 
open the door to an even greater amount of indirect financing of 
agriculture. 

The system has the expertise for handling direct finimcing for 
fanners whereas it does not have the experience needed for d^ing 
with the entirely different type of financing associated with commer- 
cial loans to busineeses and the making of mortgage and home im- 
provemrait loans on rural residences. 

We feel that it is wrong to encourage the cooperative farm credit 
svstem to dilute or reduce its present direct financing of the produc- 
tion of food. If credit gaps exist in the financing of agribusinesses 
and nonfann rural housing it would be better to strengthen existing 
programs than to divert the efforts of the farm credit systems. 

We urge, therefore, that all references to the financing of agricul- 
turally related businesses and nonfarm housing be stncken from 
the l^islation that is before you. 

B. CRra>rr reejvted services 

Our position of encouraging the system to continue as a^ direct 
source of credit to farmers applies also to the other than credit serv- 
ices offered. We oppose the system's efforts which would remove it 
from the mainstream of being a credit service to fanners. In our 
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judgment, it would be wrong for it to provide so-called financially 
related services that are not closely associated with the extension of 
credit to farmers. 

The legislation before us which would authorize financially related 
services to borrowers is extremely permissive, leaving it entirely up 
to the Farm Credit Administration to decide which services would 
be offered. We don't feel Congress should relinquish such authority. 

The legislation as now written is so permissive that it would allow 
a Federal land bank association to do estate planning for college pro- 
fessors, doctors, corporation executives and the like who happen to live 
in rural areas. 

We urge that the wording be changed to credit related services to 
farmers, specifying that fiduciary, deposits, and similar services are 
not credit related. We do feel it is appropriate for the system to pro- 
vide record keeping, credit life insurance, and leasing services to 
fanners. 

Gentlemen, you are considering an extremely important piece of 
legislation. The law that emerges will have a profound impact on the 
competitive climate that will prevail for agricultural lending. Agri- 
culture cannot afford to lose any of the major sources of credit now 
available through the private sector. You must take steps to prevMit 
farmers from being dependrait solely upon one source for their credit. 
The needs for farm credit are expected to double during the next 10 
years. Providing these requirements will take the best effort of all exist- 
ing lenders. 

In concluding, I want to re-emphasize that we support the le^sla- 
tion where it serves to modernize and strengthen the system's meUiods 
and procedures for serving farmers. We are only asking that changes 
be made in those parts of the legislation which dilutes the Systran's ef- 
forts in working directly with the farmer and weakens the desirable 
objective of maintaining a fair and competitive climate in agricultural 
lending. 

Thank you. 

Sir, with your permission I would at this time like to call on Mr. 
Tom Smith, president of the First National Bank of Perry, Iowa. 

Senator McGovern. Mr, Smith. 

Mr. Smtth. It will be my purpose here to attempt to point out by 
examples and specific reference, some of the inequities that exist in 
the competitive agricultural financing system in tne NatiMi today. 

In reviewing this legislation our committee representative of the 
country banks had two very basic considerations in mind. One is the 
intent and purpose of this legislation in line with national policy and, 
two, will it benefit the farmer, not will it benefit the system, but will 
it benefi[t the farmer ? 

Now, what will benefit the farmer? My farmer friends indicate to 
me that the best thing that can happen to them is to have competitive 
sources of markets for their produce and strenuous competitive sources 
for the goods and services that they buy. 

We think that there are inequities in this bill that strictly question 
the ability of competitive sources of farm credit to endure. Will that 
competition continue to exist? Will it be good for the farmer for the 
next 30 years? When this competition ceases to exist, the agricultural 
lender becomes non-competitive and then we get cases devel(^ing, as 
were pointed out in the hearings yesterday by Senator BellmmL 
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I wouH like firat of all to address point No. 1 <m page 3, tiie finandng 
of the system. 

Ai3 you well know, in rural areas we export people, we export good 
people, but we also ez;>ort moneiy. 

In Iowa we have led the Nation in buying Grovemmeiri; bonds over 
the years. We pay insurance premiums, we buy stoc^ in mutual funds, 
\re go oa vacation, and unfortunately we divide up the estates of 
thrifty people. In my own case, for example, one-fourui of my father's 
estat« weint to Detroit, one-fourth wait to Los Angeles and one-half of 
it stayed in Iowa. This is typical of an Iowa family in the divisiML of 
our assets over the years. 

Most of the bankers that I know are trying to bring money into the 
rural areas as strenuously as they know how. They have placed mwiey 
market bank participation, th^ borrow from the Federal Beserve 
banks, they use S6A lending, Farmers Home Administrati(Hi loons 
and insurance company participations. 

The Farm Credit Administration or system as it has been designed 
has been an ingenious device which the Congress in its wisdom has 
set up for moving capital from metropolitan money markets to rural 
areas. Fifteen biUion dollars have found their way frtxn the money 
markets to rural areas in that way. 

The unified debt oflfering, therefore, is a move we think in l^e right 
direction because it facilities that move of money market money into 
rural areas but tiiere are elements within that that deserves our dose 
scrutinT. 

The Farm Credit investment bond is one such element. This invest- 
ment bond disintermediat«fi funds at Uie grassroots level where the 
money is so desperately needed. 

For example, in 1970 the Farm Credit investment bonds were being 
sold in our area at 6^ percent for 1 year. As a bank under regula- 
tion "Q" I was able to pay 5 percent on 90-day to 1-year deposits, 
5^ percent on 1-year deposits, and 5% percent on ^year deposits. 
Tlw Farm Credit Administration were able to exceed the ratra that 
I was able to pay under governmental regulation. 

What does this disintermediataon through t^e Farm Credit invest- 
ment bond do for the rural area — ^net zero. It just disintermediates 
funds at tiie grassroots level. By the nature of this device it is one 
that could upset the very delicate m(»ietary balance in times of stress. 

We question in view of the two basic principles that I mentioned 
earlier that it is in line with national policy. Does it really benefit 
the farmer in the long run? Also we feel that tJie financing of tiis 
system should be subject to the Treasury review as is the Federal home 
loan bank, for example. 

Here is a quote sheet on Government and ageoOT bcHids. There are 
six banks for co-ops outstanding quoted here, 12 FICB debentures and 
12 Federal land bank bonds. 

As you well know, the delicate balance of the money market on 
occasdon can be a real problem and in those cases where it gets out of 
balance^ the severity of the discipline of the marketplace can be em- 
barrassing. To avoid pcesible embarrassment of the system the <3ov- 
emment debt issues should be under the supervision of the Treasury 
Departmuit because if there is any embarrassment it will have to be 
covered by the Treasury Department eventually. 
S2-304 o— 71 ai 
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I would like then to address Mr. Xorman's ptnnt No. 2 on pa^ 5, 
the incwne tax exemption of the farm credit system. 

Does this system really need this subsidy? Will it increase the 
competition to the fanner, the services that uie farmer buys, as time 
endures? The farm credit system are mature lenders, Tliey are direct 
competitors to banks. A loan they will make I will make ba^cally. 
Their tax exemption has been deamed to be worth about a h&lf to 
three-quarters percent on their interest rates. Th^ normally C|U<^ 
real estate mortgages at a half percent less than private lenders. This 
tends to inhibit the private lenders in this field. 

The competitive aspects I submit to you are more important in the 
long run than the momentary subsidy that is offered bv t^e tax 
exemption. The exemption well deserved in the infancy of this system 
has long been outgrown and is particularly obsolete for the land bank 
system which has captured 40 percent of the long-term farm mortgage 
market and is the most significant individual loider in the nirm 
mortgage market. 

Is the largest single most predominant influence deserving of the 
subsidy of an income tax exemption i 

I would next address item No. 7 on page 3 of Mr. Norman's presen- 
tation, subject to State laws. 

First of all, State usury laws. During periods of monetuT restraint 
interest rates rise. During the period 1969 to 1970 I saw tne highest 
interest rates in my lifetime. Commercial construction loans were 
commanding 12 to 15 percent. Apartment house loans were command- 
ing 12 to 15 percent interest with rates with equity Idckera Banks 
were buying Eurodollars in order to preserve their liquidity at 11 
and 12 percent interest. Farm mortgage rates in our area rea<jied 9% 
percent. 

In Iowa we have a 9 percent maximum legal rate of interest. For 
all practical purposes the only lender who remained in the bu^ese 
were the Federal land banks because they could exceed the Iowa legal 
rate of interest. The farmer lost in this case his competitive source 
because insurance companies and others could not come into the 
market 

The Nation's agriculture, in my opinion, lost more than the in- 
crease in interest co^s when land values actually declined because 
of unavailability of competitive sources of mortgage money. 

My question is, is it good for tiie farmer in the long ran? 

Still addressing the point of subject to State laws. For extunple, 
the State of Kansas has a mortgage registration tax of 25 cents per 
$100. If a bank or insurance company makes a loan in the State of 
Kansas at $20,000 loan, their borrower must pay $50 to have his mort- 
gage registered. The Federal land bank has mainteined that they are 
exempt from this tax. 

The State of Minnesota has a 15 cent per $100 mortgage registra- 
tion tex. A borrower from a bank or an insurance company in that 
Stete on a $20,000 loan would have to pay $30 to get his mortgage 
re^rtered. 

The land bank has maintained an exemption from those regnlations 
and laws. 

Does the largest factor in the market again need this si^baidyf Tbe 
precedent, I think, is that not long ago national banks suddenly felt 
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they yr^n not subject to State sales and use taxes and the Congress al- 
most momentarilT passed legislation which dictated compliance by 
the national banks and it was graieially supported by the nationtu 
banks. 

I would like next to addtess Mr. Norman's point No. 4 on page 8 of 
his report. 

Senator McGtoverit. Mr. Smith, before you move on from that, I 
want to make sure I ^t the point you are making on the usury laws. 
What you are auggestmg is that the Federal land bank association and 
all of the farm credit agencies be subject to the same laws that the 
conmiercial banks are ! 

Mr. Smith. And insurance companies. 

Senator McGtovern. Is that with reference to the amount of interest 
that could be charged i 

Mr. Smith. Yes. 

Senator McGiovehn. Tou say the Iowa State law was a maximum of 
9 percent! 

Mr. Smith. Yes, sir. 

Senator McGovern. And if your recommendation were in effect 
BFenrbody would be limited to a maximum of 9 percent! 

Mr. Smith. That is my feeling, sir. 

On point No. 4, page 8, the financially related services. I refer to a 
publication of the Federal Reserve Bank of Chicago which is entitled, 
Farm Borrowing in the Midwest, and there they compare the abilities 
and growth of the production credit association and bank financing 
in the 7th Federal Reserve District. And in that comparison they 
show, for example, that two-thirds of PCA borrowers had net wortha 
of over $26,000. Half of the countrv bank borrowers had n^ worths 
of in excess of $25,000. The size of loans that PCA's averaged $8,500, 
the size of loans at banks averaged $6,600. The PCA borrower had ap- 

Eroximately 50 percent larger loan than the average country bank 
orrower. 

The average interest rste in this study incidentally showed PCA*s 
were charging an average of 6.87 percent and banks 6.7 percent. 

In total, however, in this report on page 29, they say producti(«i 
credit associations have only one function, to provide credit to farm- 
ers, and this is the reason that they feel that they have been successful 
and have actually outgained the banks in this functiim in tiie 7th 
Federal Reserve District. 

In summary, this same report says that PCA borrowers have larger 
total assets, they have higher net worths, larger gross incomes, thery 
control more acreages, they have a larger portion of the livestock busi- 
ness and borrow 50 percent more on average than country bank 
borrowers. * 

As a banker I can accept that in the interest of national policy and 
the serving of agriculture, but I ask vou do we really want to dilute 
that effort with mobile home financing, fiduciary relatifmships, de- 
positor privileges, farm management, and estate planning? Will this 
really benefit the farmer or is it designed to benefit the system ! 

The concentration on the part of the system of free flow of credit 
to produce food, to create income opportunities to farmers in the rural 
areas should be the goal, in my opinioin, of (^e Farm Credit Adminis- 
tnttion. 
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Thank you. 

Senator McGtovern. Thank you very much. 

Mr. Smith, Mr. Norman, what seems to emerge here frwn your 
testimony and others is that the commercial banks, banks in the rural 
areas, tend at least to make the more high risk loans than those for 
the smaller farmers with smaller assets and so on. PCA and other 
farm credit agencies, related agencies, are tending to msike the safer 
loans to the larger borrowers and those with more capital. Is that a 
fair deecriptionl 

Mr. Norman. No ; I don't think we could infer the quality of loans 
they make are any better than the commercial banks. Bankable proj- 
ects can be handled exactly alike by a commercial banks or production 
credit association. I wouldn't differentiate between the quality of 
loans. However, I do think that perhaps commercial banking is doing 
a better ]ob with the small farmer than perhaps production credit 
associations might be who seeks $100,000, $150,000. 

Senator McGovern. Why do you think that differentiation has 
developed in the size of the loans between the PCA's and the com- 
mercial bank? 

Mr. Smith. I think there may be a variety of reasons. Banks have 
loan limits. A State bank in our State, for example, can loan 20 per- 
cent of the bank's net worth to a single borrower. In a bank tJiat may 
have a net worth of $200,000, that is $40,000 to a single borrower. 

In my particular bank we have a loan limit of $105,000 to any sing'le 
borrower. 

Agriculture is consolidating and getting bigger, if we have a bor- 
rower who needs in order to accomplish his purposes more tlian 
$105,000, we have to find someplace else to go for the money. The 
PCA's are not subject to strenuous limitations in tJiis area so they 
do get in some cases, if a country banker is not able to find an over line 
or other sources of bank credit, the borrower may go to the PCA and 
they are not subject to such strenuous limitations. 

Now, I think this is the type influence that has created this situation. 
I dont think the risk is necessarily related to the size of the loan. 

Senator McGovern. I see. Well, thank you very much for your teeti- 
mony and I know the committee will look at the various suggestions 
you nave made on the bill. 

Senator Curtis, a member of the Agriculture Committee, is here 
with Mr. Gerhart, the President of the First National Bank of New- 
man Grove, Nebr. 

Senator Curtis, I am happy to have you present these gentlemen. 

Senator Curtis. Thank you, Mr. Chairman. I have some matters 
pending with the State Railway Commission over the abandonment 
of a railroad so I can't stay for the meeting, 

I am very pleased you could hear Mr. Gerhart this morning. His 
son graduates from high school this evening in Nebraska so he is very 
grateful that you reached him before the lunch period, because he has 
a plane to catch. 

Mr. H. L. Gterhart, Jr., is President of the First National Bank of 
Newman Grove. He appears here as First Vice President of the Inde- 

Cdent Bankers Association but I know him better as a conntrv 
ker, Newman Grove is not a county seat, it is a fine little city, a Bmall 
one, and Mr. Gerhart is one of our leading public spirited dtazens, 
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who has done much to promote industry and activity in the community. 
Hia bank has a long record of being helpful to agriculture and/or ac- 
tivities in this agricultural community and I am pleased to be able to 
present Mr. Grerhart who will introduce his associates. 

Senator McGovern. Thank you very much, Senator Curtis. 

Senator Cuftib. Thank you, Mr. Chairman. 

STATEHEirr OF H. L. OERHAKT, TB,., FSESISENT, FII^T KATIOnAL 
BANE, HEVMAH OKOVE, NEBIU, AITS FIRST VICE FBESISERT, 
nrDEFENBElIT BASKEBS ASSOCIATION OF AMERICA 

Mr. CbsHART. Mr. Chairman, I am accompanied by the president of 
our association, Donald M. Carlson, president of tiie Eunhurst Na- 
tional Bank in Elmhurst, 111., and the chairman of our Farm Credit 
System Subcommittee, Robert L. Walton, president of the Farmers 
and Merchants State Bank, Bushnell, Bl. 

The Independent Bankers Association of America is comprised of 
more than 6,500 member banks in 40 States, the majority of whi(^ 
are located in rural commimities. We rural bankers are vitally inter- 
ested in serving agriculture, since we live and raise our families in 
farming communities, and have our lifers savings invested in these 
communities. 

We appreciate the opportunity to appear here today to express our 
views on Senate bill 1483— "The Farm Credit Act of 1971." 

This is an extensive and complicated legislative proposal which 
has some good points. However, because of its complexity, we feel 
the bill requires careful analysis to ascertain its impact on the total 
farm credit field. 

The Farm Credit Administration is an outgrowth of various acts 
of Congress starting with the Federal Land Bank Act of 1916, tie 
formation of the Federal Intermediate Credit Banks in 1923, and 
the Production Credit Associations and banks for cooperatives in 
1933, These organizations were created and combined into the Farm 
Credit System because of a need for additional funds in rural areas 
that banks and other private lenders were unable to supply. By 
tapping the national money markets, the Farm Credit System made 
additional money for agriculture available. 

The Independent Bankers Association of America commends the 
Farm Credit System for the part it has played in helping supply 
credit to fanners and ranchers. 

Since money tends to flow into the cities, the System aids the return 
of much needed investment capital to rural America by obtaining its 
funds through money market centers. 

Although the Fann Credit System still operates under a federal 
charter, over the years it has repaid all Government capital advanced 
to it and is now privately owned by the customers it serves. 

The Farm Credit Administration, as it developed over the years, 
is charged by Congress with the task of supplementing the efforts 
of private lenders to service agriculture. This combination has worked 
well and agriculture has made tremendous strides. The credit needs 
of farmers and ranchers will continue to increase rapidly over tiie 
next decade. Meeting these needs will require the combined ^orts 
of all lenders. 
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Our suggestions for amending the Farm Credit Act of 1971 are 
specific and based on what we feel is in the best interest of serving 
agriculture. 

Farm credit has grown from $10.7 billion in 1950 to $23.5 billion in 
1960 to $58.6 billion in 1970— an incrcasB of approximately 120 per- 
cent every 10 years. By 1980 farm credit is expected to ctow another 
120 percent to an estimated $120 billion. If the Farm Credit System 
diverts a portion of its funds into non-farm rural housing and farm- 
related businesses, as recommended in Senate Bill 1483, where will 
this leave the farmers and ranchers with their ever -increasing needst 

If there is to be a change in the emphasis of the Farm Credit Sys- 
tem and, if the Farm Credit System is to invade the housing and com- 
mercial lending fields, it should be done only after an extensive study 
has been made as to the impact such an action would have on the avail- 
ability of credit te farmers and ranchers. Any reduction in the avail- 
ability of credit to our Nation's farmers and ranchers would only 
serve to hasten their exodus from the land, 

The Independent Bankers Association of America therefore rec- 
ommends that the provisions allowing Federal land banks and pro- 
duction credit associations to finance rural housing and farm-related 
businesses should be deleted from the bill. 

In the past the Federal land banks and rural bankers have worked 
closely together, helping to supply real estate credit to agriculture. We 
as bankers have looked on the Federal land banks as partners rather 
than competitors, because they were not involved in the field of op- 
erating credit and were not too closely tied to the Production Cre<£t 
Associations. 

Now, with the Farm Credit Administration recommending com- 
mon management for Federal land banks and production credit 
associations, this historic alliance between country banks and the Fed- 
eral Land Bank system that has been of benefit to the farm community 
since 1916 may come to an end. 

We recommend that provisions be inserted in the bill, with an ap- 
propriate grandfather clause, to require separate managemente for 
Production Credit Associations and Federal land banks. 

As far back as 1916, it was realized that there were not sufficient 
local funds available to fully service agriculture while at the same 
time taking care of the other needs of the local community. 

It was for this reason that Congress set up the Federal land bank 
system and directed that it obtain funds from the money market cen- 
ters through sales of bonds and debentures backed by the real estate 
loans it made. The Federal intermediate credit banks and banks for 
cooperatives were set up on the same principle at a later time. 

This system has worked well over the years, with the Farm Credit 
Administration obtaining most of its needed funds by tapping the 
money market centers, mainly through the sale of large denomination 
bonds. Rural banks, on the other hand, have continued to rely on the 
local small savings customers for their fund. 

Now, with the Farm Credit Administration selling $1,000 savings 
bonds directly to rural customers on terms that banks are unable to 
match, it has come into direct competition with the rural bank for rural 
savings dollar, which is the bank's lifeblood. 
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These savings bonds are issued through the local Production Credit 
Associations and Federal land banks. Although these agenciee are 
presently limiting the sale of bonds to customers of the Farm Credit 
Administration, uiis is an administrative decision only and can be 
changed at any time. The bonds are issued in denominations of $1,000 
due in 5 years. They have no interest ceiling such as banks do under 

X otHnmittee representing the Farm Credit System sets the intereet 
rate to foe paid on each month's new issue. This mterest rate will hold 
for 1 year. Once each year thereafter, until the end of the 5-year 
maturity term, the rate may be adjusted up or down to reflect current 
interestlevels. 

When the bonds first were issued in June 1970, they carried an in- 
terest rate of 6^^ percent. New issues are now available at a lower rate, 
but any upward swing in money market rates could bring them back 
to a h^her rate than banks are allowed to pay. Although they are 
written for a 5-year term, they can be redeemed at any time by the 
purchaser with little or no penalty. 

These bonds are in direct competition for funds which are invested 
in rural banks by our small savings customers. In times of tight money 
and higher interest rates, it will be very difficult for rural banks to 
compete with these boncU. Sale of these bonds by the Farm Credit 
Administration will therefore cause an outflow of funds from the 
rural banks and thus curtail the ability of these banks to serve their 
farming and ranching communities. 

The total credit needs of most rural communities increase constantly 
and are met primarily through the growth of time deposits. 

We have been told that sales of the $1,000 bonds have not been in 
such volume as to harm small rural banks. It has been indicated to us 
that any protest now against this practice is premature. Are we sup- 
posed to wait until this unfair competition for the savings dollars of 
our customers has drained deposits to the detriment ot our banks' 
ability to properly serve our communities ? By then it will be too late. 

We strongly Mlieve that these bonds, together with the Farm 
Credit System's debentures in denominations under $10,000 have the 
potential to undermine our deposit structure and should be discon- 
tinued before the harm is done. 

The Farmers Home Administration and the Treasury Department 
recognized this problem quite some time ago. Consequently, the Farm- 
ere Home Administration raised its minimum issue to $25,000 and the 
Treasury Department raised its minimum on Treasury bills to $10,000, 

We recommend that the Farm Credit Administration savings bond 
be eliminated and that the regular bonds and debentures issued be 
held to a minimum denomination of $10,000, 

When the various components of the Farm Credit Administration 
were established by Congress, Government capital was injected and 
certain tax exemptions were permitted. Today, howevw, the systten 
is privately owned, just as banks are. Favorable tax treatment of 
the system is no longer justified. 

We realize that Congress requires the system to maintam certain 
reserves, but banks must also maintain reserves. Since the Federal 
Land Banks and Production Credit Associations serve the same cus- 
tomers as banks, and the same safety is needed for hank stockholders 
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in the form of reserves, why should the Federal Land Banks and 
Production Credit Associations have special tax treatment? This 
amounts to unfair competition among systems serving the same cus- 
tomers in a similar manner. 

We believB that Federal Land Bank Associations and Production 
Credit Associations should accept tax responsibility, as determined by 
the Congress of the United States. 

The Farm Credit System, although federally chartered, is locally 
owned by the stockholders it serves in approximately the same man- 
ner as are federally chartered banks. 

As "Instrumentalities of the U.S. Gk)vernment," the agents of the 
Farm Credit System claim exemption from the usury st^utes of 
the various States. During the tight money periods of recent years 
this special treatment became increasingly apparent. Farm Credit 
System agencies were able to continue lending at rates higher than 
the State usury statutes permitted. Other lenders, such as life msurance 
companies and banks, were forced to comply with these State statutes. 

Present law also permits the Farm Credit Administration to es- 
tablish branches or other offices as may be appropriate, while banks 
are subject to the branching restrictions of the state in which they 
are located. 

We recommend that the Farm Credit System Associations be subject 
to the usury and branching laws of the States in which they operate. 

Business in the United States is dependent upon the credit avail- 
able to serve it. Likewise, the Federal Government must depend upon 
credit to function. The credit needs of the Federal Government should 
be coordinated closely so that each segment receives the necessary 
funds it needs to operate efficiently. 

Although the bonds and debentures issued by the Farm Credit Ad- 
ministration are not direct government obligations, they are closely 
associated. Because of this, the dollar volume of the Farm Credit Ad- 
ministration bonds and debentures has a direct bearing on Grovem- 
ment issues. It is thus important to coordinate the issue of any farm 
credit bond and debenture with other govenunent borrowing. 

We recommend that the Farm Credit Administration clear all issues 
of bonds and debentures with the Treasury Department. 

To summarize our position, the Independent Bankers Association 
of America recognizes the contribution made by the Farm Credit 
Administration in providing credit to farmers and ranchers. We also 
realize that it is going to take the cooperation of all lenders to serve 
the tremendous needs of agriculture during the coming decade. 

We bankers who live in our country's rural communities are de- 
voting our maximum efforts to serving our major industry, agricul- 
ture, m the face of difficult times for agricultural prices and profit 
margins. We do not want to see our rural banks impaired in their 
ability to continue serving our farmer and rancher borrowers in whom 
we are so vitally interested. 

The Independent Bankers Association of America therefore recom- 
mends the following six changes in Senate bill 1483 through proper 
amendment : 

(1) Eliminate the special $1,000 savings bond, and limit the mini- 
mum denomination of any bond or defenture issued by the Farm 
Credit Administration to $10,000. 
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(2) Require separate management for all production credit associa- 
tions and Federal land bank associations. 

(3) Delete provisions for the financing of nonfarm housing and 
farm-related businesses. 

(4) Require clearance of all Farm Credit Administration bonds 
and dd3enture8 through the Treasury Department. 

(5) Have the Federal land banks and the production credit asso- 
ciations accepted tax responsibility as determined by Congress. 

(6) Require farm credit system agencies to be subject to Stat© usury 
and bankmg laws in regard to branching and the establisbm^at of 
loan offices. 

We very much appreciate the opportimity to appear before tiiis 
subcommittee, and thank you for listening. 

We would be pleased to answer any questions. 

Sraiator McGovERx. Thank you very much, Mr. Gerhart. We appre- 
ciate your testimony and also the suggestions you have made. 

I think in view of the number of witnesses we are trying to get 
through today that we will defer further questioning but I am sure 
the members of the committee will study your sugg^ic«)s witii care 
and we do appreciate your appeanng here. 

Mr, Gerhart. Thaiik you very much. 

Senator McGovern, Our nest witnesses are Mr. Spelman and Mr. 
Cox of the Mortgage Bankers Association, Mr. Spelman is presidoit 
of the Western Securities Co. of Denver, Colo., and president of the 
Mortgage Bankers Association, and Mr. Cox president of the W. T. 
Cox Co. of Orlando, Fla., also representing the Mortgage Bankers 
Association. 

STATEHENT 07 E7EBETT C, SPELUAS, FEESEDEKT, WESTEBR 
SECUBITIES 00,, DEHTER, COLO,, Ain> FRESIDEHT, HOBT&AGE 
BAXXEES ASSOCIATIOH, ASH WHLOUOHBT T. OOX, IB., FBBSI- 
DENT, W, T, COX CO., ORLANDO, FLA., ALSO BEFBESElTriNO THE 
HOBTOAOE BAITEEBS ASSOdATIOK 

Mr. Spelman, Thank you, Mr. Chairman, I am Everett Spelman, 
president of the Mort ga ge Bankers Association of America (MBA) 
and president of the Western Securities Co. of Denver, Cola Accom- 
panying me today is Mr. Willoughby T. Cox, Jr., president of the 
W. T. Cox Co. of Orlando, Fla., and an active farm lender, and I^. 
Oliver Jones, executive vice president of MBA. 

HORTOAOE BANKING AND FAKM CREDTF 

Mortgage banking traces its origin to the middle of the 19th cen- 
tury and the Midwestern farm beft. In the i850's mortgage bankers 
used Uieir own funds to make real estate loans to farmers and sold 
those loans to individual investors and life insurance companies lo- 
cated in the East. Mortgage bankers also formed trusts and sold de- 
bentures secured by the mortage loans they had originated. These 
were the men who founded the Farm Mortgage Bankers Association 
in 1914 and this was the ancestor of today's Mortgage Bankers A^o- 
ciation of America (MIBA). 
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Mortgage banker services more than $400 million of &nD and 
ranch mortgages for their life company investors and this is bat a 
small fraction of the farm loans they have originated during the post- 
war years. Life insurance companies — also members of MBA — nuke 
loans directly to farmers and purchase farm and ranch mortgages 
from mortgage bankers. They hold about $5.8 billion farm mortgage 
loans in their portfolios— nearly 57 percent of all farm mortgage 
debt held by private institutions, excluding Federal agencies, and 
nearly 18 percent of all farm mortgage debt outstanding. Thus, we 
have a very real interest in the Farm Credit bill of 1971 {S. 14S3). 
We have been in the business of serving farmers and residents of 
rural areas for over a century and we want to continue serving our 
oldest customers. 

With this heritage and continued strong interest in providing credit 
to agricultural and rural areas, we support the objective of im- 
proving the availability and terms of credit to the American farmer. 
We are certain, however, that the sweeping expansion of lending 
powers proposed in S. 1483 will : (1) reducetheavailability of credit to 
farmers rather than increase it; (2) unnecessarily burden the tax- 
payer; and (3) increase the probability that the Treasury will eventu- 
ally have to come to the rescue of an over-ertended and financially 
exposed Farm Credit Administration. 

AV ATT.APTT.IT T- OF CBEOTT 

Consider the history of the development of the Farm Credit Admin- 
istration into a specialized financial system. Beginning with the Farm 
Loan Act of 1916, which created the Federal land banks, this syst«n 
of finance has benefited farmers in three principal ways. (1) It has 
provided credit to farmers, originally to those who could not qualify 
for credit from private sources; (2) It has tapped additional sources 
of funds by selling consolidated obligations in the securities mar^ts; 
(3^ It has influenced the development of improved lending terms by 
private lenders. The amortized mortgage, for example, is now cmn- 
mon practice largely because it was imtiated by the land banks in 
the late twenties. This specialized financial system has also benefited 
the N'ation through its contribution to the growth and development of 
American agriculture during a period of rapid mechanization and 
technologies innovatitm. 

The land banks grew most rapidly during the trying period of the 
thirties, when private financial institutions were tinder severe finan- 
cial strains generated by the depression and during the war years, 
when all financial institutions were called upon to nelp finance the 
war. 

The process of institutionalizing savings and investment, which 
was pervasive throughout the postwar years and which was abetted 
by lending patterns established by the land banks, resulted in a 
sharp decfine in farm lending by individuals — from 69 percent of 
the total in 1917 to 42 percent in the fifties. 

Commercial bulks, which accounted for about 15 percent of all 
outstuiding farm mortgage debts in 1917, experienced a reducticMi 
in their share of the market by more than one-half in the thirties 
only to rebound to 17 percent by the end of the forties. 
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Life insurance compsjiies, which accounted for 16 percent of all 
outstanding faxm mort^;aee debts in 1917, had increased their share 
of the market to 25 percent oy the mid-fifties. 

While individuals found they could no longer compete, eithw as 
accumulators of savings or as lenders, the resources of private finan- 
cial institutions remained available to the American farmer in large 
measure until the mid-fifties. Despite the tax-exempt status of tfe 
land banks and the aura of the word "Federal" in their title, private 
Imding instituticms, particularly life insurance companies, oraitinued 
to serve the American farmer. 

Prior to the fifties, the land banks added to the availabiliW of 
credit to fanners because their lending powers were restricted to 
fttrmers most in need and least able to borrow from private financial 
institutions. They were restricted as to the size and type of loan 
they could make. They followed conservative appraisal policies and 
required a review of each loan bv a Federal land Wik. During much 
of this period, tax rates applicable to private institutions were lower 
than today and were, therefore, less of a competitive disadvantage 
vibem. competing with the land banks. During much of this period, the 
land banks operated under congressionallv established restrictions 
as a supplement to the private market by filling the gap in the need 
for credit by farmers who could not qualify for a private loan. This 
left substantial room for the growth of farm credit extended by 
private financial institutions side by side with the Federal land banks. 

This situation changed markedly after the Farm Credit Act of 1953. 
In the late forties, the land bonks had experienced a reduction in thedr 
share of the market as tJie improved financial health of a growing 
number of farmers enabled them to borrow from private financial in- 
stitutions. This development should have been welcomed as a sign that 
Government intervention had ably served its purpose and the Federal 
land banks could now assume a dwindling supportive role. Instead, it 
was viewed with alarm and this specialized financial ^^stem set out to 
extend its lending activities to the fullest extent possible, in frank 
and continuing competition with all other lenders. Bit by bit appraisal 
policies, maximum loan size, and the purpose of the credit extension 
were relaxed — not to help the farmer who was unable to obtain credit 
from private sources, but to make inroads on the lending activities of 
private lenders. 

Given this change in purpose, there was no doubt that the land banks 
could and would succeed for they held two significant advantages over 
their private competitors. They retained their tax-exempt status which 
permits them to charge interest rates below levels the tax-paying pri- 
vate institution can afford and still protect the assets of its savers. 
They retained the aura if not the legal position of a Federal agency 
whose obligations are guaranteed by tiie Government. 

The results of this dianra in purpose are clear and alarming. By 
1970, commercial banks, individuals, mutual savings banks, and sav- 
ings and loan associations — taken together — accounted for a meiTB IS 
percent of the total farm mortgage debt outstanding in contrast to 86 
percent in 1917 and 58 percent in 1950. Even the life insurance com- 
pany investor has been forced to look elsewhere for investmeoits when 
faced with a^^ressive, advantaged competitirai of the land bante. The 
life company share of the market has declined fnHu 25 percent in 1969 
to 18 percent in 1970. 
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This result is not an abandonment of the farm credit market by 
private institutions, particularly by life insurance companies and 
mortgage bankers who originate loans for sale to investors. It has been 
a forcea withdrawal as the farm credit system steadily increased the 
size of loan it would make, relaxed its ap}»tusal polioiee, expanded tlie 
types of loans it would make, and offered credit at subsidized inter- 
rat rates. In order to carry the marginal borrower it was established 
to serve, the land bank system feels that it must hold loans that are 
sound and self-sustaining— loans that priTate institutions have been 
and are ready, willing, ajid able to make. Its tax and borrowing ad- 
vantages coupled with an ageressive lendii^ policy simply '^m- 
pet«e" private lenders out of me market. The result is less not more 
credit available for fanners and an unnecessary subsidy to some, 
including large corporate farms which can obtain credit from private 
iinandal institutions. 

FEDERALIZATION OF FARM CBEDIT 

This association has for a number of years soug'ht to briiw this mat- 
ter to the attention of Congreea. We have seen a ^udual and persistent 
federalization of the farm credit system throum the process just de- 
scribed. To bring this story up to date, oonsitfer the findings of the 
Commission on Affricultunil Credit, which did not include a sing^le 
representative of the private financial institutions which have served 
the farm maj-ket for overa century. 

It is mot surprising that the Commission found tiiat the projected 
need for an expansion of creddt for all sectors of t3ie American economy 
is a need that applies as well to farm and rural areas as it does to the 
Nation's urban areas. From this premise, the Commission leaps un- 
believably to recommendations that would widen the scope of tiie 
Farm Credit Administratiwi's lending powers; leaps frwn the objec- 
tive of supplementing the supply of farm credit to supplanting the 
private sources of credit. There can be no doubt that the le^lation 
before us will axxielerate the rapid growth of the lending activities of 
the Federal land banks, but there is grave doubt that it will inotease 
the availability of farm credit. 

This conclusion is supported by the figures already cited and by 
developments already taking place within the life insurance industry 
as a result of their growing inability to compete with the advantaged 
Federal land banks. As the land banks increased iheii share of t^e 
market in the fifties by encroaching on the market served by life in- 
surance companies, these private instituticms have found it increasingly 
difficult to develop farm credit investments and have, accta^ngly, 
reduced the size of their farm mortgage lending staffs. In many in- 
stances, the reduced afcaff is manned by professionals who have devoted 
their lives to farm mortgage lending and who are or sorai will be 
approaching retirement. Facing a dwindling market, unable to com- 
pete against the tax-empt land banks, these companies are not training 
young men to replace those scheduled for retirement. If the record 
of the fifties and axtiea is accentuated by the Farm Credit Bill of 
1971, these institutiwis cannot react by reducing the size of their fann 
Imding staffs; they will be forced to go out of tiie farm lendinjf busi- 
ness entirely. At that point, the federalization of the fiinn lending 
system will be complete 
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As Frederick P. Champ, president of the Utah Mortgage Loan 
Corporation, Ogden, Utah, wrote in the book "Mortgage Banking" 
in 1965, " • * • any agency which is subsidized by paying no Federal 
income taxes will ultimately dominate and monopolize the field in 
which it operates." Mr. Champ developed this viewpoint from his 
own experience in the fifties and we see it developmg even more 
rapidly if the farm credit bill is passed in its present form. 



SISKS TO THE TREASURT 



If Congress is willing to take the risk of a reduction in the avail- 
ability of farm credit and further federalization of this market, is 
it also willing to accept the increased probability that the Treasury 
will be called upon for emergency support? 

Growth alone does not strengthen the financial position of any 
business or financial institution. If growth is predicated upon taking 
additional risks, it clearly weakens the institution's financial struc- 
ture. The broad expansion of lending powers of the land banks pro- 
posed by this legislation clearly increases the risks it must take. By 
taking the land banks into entirely new businesses to make farm 
related loans, to make rural residential loans, to provide financial 
services, to own and lease facilities needed by eligible borrowers, this 
bill will create a financial conglomerate. 

We have seen sophisticated management teams in the business world 
overextend their management and financial capabilities. Is the farmer 
serving on a National Farm Loan Association prepared to manage this 
change in lending practices? Is the management of the land oanks 
themselves or their parent, the Farm Credit Administration, prepared 
to manage these changes ? We feel that these questions must oe raised 
and must be answered. 

Perspective can be gained by considering the problems that already 
exist, that the land bank system faces under its present lending^wers. 
The land banks have borrowed short in the securities markets m order 
to finance their portfolio of long-term mortgage loans. Like other 
institutions that have followed this practice, the sharp twisting of the 
interest rate structure during the past 5 years of inflation has borne 
heavily on their ability to borrow at costs low enough to carry their 
mortgage loans. As interest rates rose in the late fifties, the land banks 
found the spread between their average borrowing costs and the 
average interest earned on mortgages held in portfolio gradually 
narrowing. By the late sixties the margin was so narrow that serious 
consideration was given to requesting Treasury support for additional 
financing. 

This is a financial management problem that many financial institu- 
tions had to face in recent years. The point to be made is that even a 
tax-exempt Federal agency must pay the going rate to finance Ite 
operation. When that agency borrows in the short-term market, it wilj 
find itself rolling over debt in periods of credit market, it will find 
Itself rolling over debt in periods of credit restraint and paying rates 
well above that earned on mortgagee put on its books years ago. In 
1970, for example, the land banks had to pay 8i^ percent for a 14- month 
issue, 7.35 percent for a 1-year issue, and 8% percent for a 5-year issue. 
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T^te intereBt Boueeze the land banks find thonselTes in has been more 
a fault of overall ecooMnic policies than their own miBmanagement. 
Stilly Ohe^ have reacted by markedly reducinj; the average life of their 
outstanding obligations while extending the average lire of the mort- 

§age loans being made. This process only postpotiee fche problem. 
imilarly, the narrowing spread between co^ and lending revenne 
will not be alleviated by extending their lending powers into a wider 
range of riskier activities. 

bi particular, it will not be alleviated by the proposal in this taM 
to remove the limit on the loan-to-value ratio and the requirement for 
a first lien on real estate as collateral on loans made bv the land banks. 
This is an uneound practice during any part of the ousiness cycle. A 
brief look at the history of the twenties and thirties will rMnind many 
of you of the folly of a major lending operation, under a Federal char- 



ter, making high ratio loans, let alone accepting second mortgagee 
and persfmal notes as collateral. This is precisely the type of crrait 
extension that exposed 90 many commercial banks to insolveou^ when 



farm incomes and land values collapsed in the late twenties. 

On the other hand, it would be appropriate to increase the maximum 
loan-to-value ratio to 75 percent. The regulatory authorities for the 
various financial institutions entrusted with the fiduciarv resptHira- 
bility for protecting the funds of savers have recognized tne need for 
the borrower to have an interest in the property. In the case <*t tiw 
life insunuice industry, the New York State limitation is 76 peromt 
with a requirement for a firBt lien on the real estate and a provisicm 
for exceptions up to a maximum of S^A percent of the assets of the 
life insurance company. Other States nave generally fcrflowed the 
New York pattern and this is generaJly applicable over the coimtry 
since most life insurance companies do business in New York State or 
in States with similar restrictions. 

If the additional risks proposed in this bill are premitted for the 
land banks, they are accepted by the Treasury and by the Congress. 
As already pointed out, the land banks have retained an aura of a 
Federal agency in the capital markets despite their quasi-priviUe 
status. In times of stress, the Treasury has (1) supplied the system 
with additional capital, (2) paid a portion of the interest due from its 
borrowers, (3) guaranteed interest on land bank bonds^ and (4) pur^ 
chased land bank bonds in substantial amounts. Despite their inde- 
pendence and lack of Government guaranty on their mligations, they 
continue to enjoy the ability to 'Irorrow at costs similar to timt en 
dependent Federal agencies. The public simply believes that the word 
"federal" means that the system will not be abandoned by the Treasnry 
in times of need. 

nSTIBT EXEHFTIOK 

The following remarks are not directed toward a proposal that is 
in the present bill, but a practice that should be considered at this 
time. We find it remarkable that the land batiks, which claim inde- 
pendence for most purposes, have in recent years used their Federal 
status to claim an exemption from State usury statutes. The land 
banks have made loans in excess of ceilings imposed by State statutes 
under this exemption when private lenders obviously could not. This 
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did provide credit for farmers in States where the level of i 
ntes exceeded the usury statutes, but it did not increase the supply 
of credit enoueh to overccMne the unavailability of private credit am 
it did reduce the pressures on State legislators to consider a rerisioi 
of outdated usury statutes. One must wonder about the equitabli 
nature of this exemption. If land bank loans are exempt from usury 
why not loans to farmers by private lenders, why not FHA and YA 
loans to finance single-family housing ? 

RECOHIfENDATIONS 

If passed in its present forms, the farm credit bill of 1971 will 
(1) reduce the sources of credit available to the farmer, ^2) incieaai 
the tax sub^dy borne by the general taxpayer, and (3) mcrease tb 
borrowings of the land banks in the capital markets and the ri^ of thi 
Treasury. 

If the increase in the lending powers of the Farm Credit Admiuistra 
tion are approved by Congress, the advantagee now enjoyed should b 
chuiged to produce an equitable degree of competition with privat 
sources of credit. The only way to keep private sources of credit avail 
nbleto farmers is to make it possible for private lenders to ocmpete cm 
an equitable basis. 

This would require taxation of the limd banks. We note that equk; 
would not be achieved if the land banks are folly taxed, while permit 
ting leigal reserves established by statute to be based <mi pretax inccnnf 
or accumolatad as tax-free reserves. Adequate precedoit exists for thi 
change in the statutes that already provide for taxation of the Federa 
N'ational Mortgage Association, tne producing credit associationt 
and the banks for cooperatives. 

Appraisals, maximum loan sizes, and usury limitations or enmp 
tions and similar terms of lending should also be equalized. 

We urge the Ccmgrees to review this l^islation with great car 
and to provide time for detailed analysis of its contenta We are am 
cemed that the rush to obtain legislation, with about I month avail 
able to interested parties frcHu the time it was released to these heai 
ings, has not provided time for adequate study and deliberatitm. 

Please accept my thanks for the privilege of appearing before yo 
on behalf of the Mort«Lge Bankers Association of America. 

Senator McGovzrn. Tlmnk you very much, Mr, Spelman. 

Mr. Cox, Dr. Jones, do you Imve any additional comments ? 

Mr. Cox, Dr. Jones does not unless you have que6ti<»is, and I ai 
going to be very short. I am from OrlandOj Fla., and I am a fanne 
and a mortgage banker and I come today m my role as a mortgag 
banker to tell you shortly the problems that we have in the field in con 
nection with furnishing the financial needs of the Florida farmer. Tha 
is the only area I tun frankly familiar with. 

As a mortgage banker nobody pays my salary, I haven't anybod 
that sends me my money at all. I make my incmne by receiving a[ 
.1 proximately one-eighth of 1 percent of interest coUected «i tlw loan 

d that I put on tJie hooks of the insurance company that I represec 

uver the life of that loon. In a nutshell what I do is attempt to mate 
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the capital needs of Fl<M*ida farmers with the inyesbneint desires of 
taspaviiig insurance companies and I want to tell you really and tnilT 
that I nave a very serious problem. I represent the Connecticut Mutual 
Life Insurance Co., of Hartford, Conn. Ten years aso, approximately, 
the Connecticut Mutual Life Insurance Co. was the Tara;eet agriculture 
iuA-estor in the State of Florida. I represented them l^en and for tl»e 
preceding 10 years prior to that. I point this out to yon so yon will 
realize mj organizatitm's capabilities in underwriting agricultural in- 
I'eatments ana to state in the past we hare had some degree of success. 

I then point out to you that in 1969 my company did not make one 
single agricultural loan. In 1970 my company made one new agri- 
cultural Toon and one increase of an existing loan. Our mortgage vol- 
ume service in Florida has declined from cfose to $50 million to below 
^7 million. Why? Well, I will tell you why, in my opinion. I repre- 
sent a company that has a virtually imlimited supply of money to in- 
vest in Florida agriculture. Tliey are ready, wilHng, and able to put 
their funds in that area in the pursuit of assisting Florida fermers. 
They are willing to invest this money based on sound investmeint prin- 
ciples with the return comparable to that available in other invest- 
ment areas. 

These funds are available at 814 to S^ percent maximum interest 
rate, and my only real competition in putting tiiat money out is the 
Federal land bank. Their rate is 8 percent and that is not too bad, I am 
just a quarter of a point away at this point. 

When I see a borrower and talk about his agricultural financing 
needs this is what I get : First he says, "Your rates are too high." But 
that is not all. He says, "Even if you were equal, I find from the local 
land bank man when he was by here that I would be crazy to go with 
the insurance companies, he says it costs an extra three-tenths of 1 per- 
cent 'You know,' he says, the land bank, we are tax exempt, bo if yon 
sign up with us you dont have to pay the required mortgage taxes nor 
the intangible tAs on the note and on top of that our rates are 
cheaper.' " 

On top of this, even Mr. Pike indicated that the land bank 65 pw- 
cent value of ratio translates into 53 percent of market. I find in 
Florida in practice the land bank is making loans of a full 75 percoit 
of present market value. That is tiie way it is m Florida. 

I can't speak for anyrnie other than myself and I tell you. Senator, 
that if the land banks are not put on equal footing with private enter- 
prise then I will not personally be in Washington to talk witii you 
abont ^em any more oecause I won't be in the agriculture lenmng 



Now, I will tell you one more thing and then I will be quiet, and 
this may surprise you after what I ]ust said. But I think this bill 
should be pa^ed. I bhink it is a good bill and I think it is good for 
American agriculture. I feel that the land bank should be oa equal 
footing with private ^iterprise so that everyone interested in assisting 
the American fanner can do so. 

Currently the land banks are not on an equal footing and this bill 
with proper corrections will put them where I feel they should be but 
to give tneai more advantages than other agricultural mveeton is not 
askmg, it is dictating that the American fanner will ver^ shortly have 
one choice of long term agricultural credit and that choice will be Uta 
Fi land bank. 
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I am sorry but I feel that right is right, wrong is wrong, and if 
fon pass this legislation without equalizing Uie rules under wftich the 
agricultural lenders operate then you are going to be wrmg and I 
hope you won't be. 

Thank you. 

Senator McGovbrn. lliank you, Mr. Cox. In connectitm witfi your 
suggestion of equalizing the land banks with the other sources of 
cremt I think it was Mr. Smith, of Perry, Iowa, who made the pcdnt 
the problem there was since the commercial banks were limited on 
State usurer laws, they couldnt go above 9 percent. Is there such a 
law in Florida ? 

Mr. Cox, Ours is 10. The way I see it, Senator, if in Perry, Iowa, 
or anywhere the; wece 9, if the luid banks were obliged to stay witMn 
the confines of the law. which all of the rest of us have to operate 
under, then there would be no agriculture credit available immediately. 
What is the legislation going to do! They are going to change that 
law and make it 10 percent or 9^ or whatever is necessary in order 
to bring investor funds into the State of Iowa. It so happens m Florida 
we 919 at 10 and I know it is a major problem in other areas where the 
usury rates were under 9 or 8 percent. 

Senator MoCIovsrn. What vou are really asking for is equalizatim 
without getting into the detail ! 

Mr. Cox. If we could be on an equal basis I think it is just only fair 
that we help the American farmer and I can apeak for Connecticut 
Mutual and the^ told, the agricultural vice president told me yester- 
day, he said, if tnat bill is passed as written we will begin immediately 
phasing out our agricultural departm^it. 

Senator McGSovebn. Your position is you favor passage of the bill 
with the provisos that the land banks be equalized witSi the com- 
mercial competition i 

Mr. Cox. Yes, sir. The taxation, I was reading the bill, and I see 
where the land banks are asking that thrar reserves be increased man- 
datorily up to 150 percent of capital stock. 

Well, as you know, if you get a $100 loan yon (mly get $95 and you 
have $5 of capital stock. They have be«i averaging about $600 million 
a year, which 5 percent of that is about $30 million a year, which 
until they increase that to 150 percent of what their outstanding capital 
stock is, which I dont know, will still give th^n $30 million a year 
that is going to go tax free, and it may be that this area should be 
looked into too, if you a re going to try to equalize it. 

Senator McGovern. ^^1, we appreciate the testimony, Mr. Spel- 
man, Mr. Cox and Dr. Jones, and I am sure the Committee will look 
very closely at these recommendations that you have made. We thank 
you very much. 

I think what we might do, if it is agreeable with you. Senator 
Allen, is if you could preside to hear these n^ three witnesses. 
Then if the legislative situations demand we will have to recess 
and hear the other witnesses later on this aftemocoi. 

We have yet to hear from Mr. Ralph Baker, Mr. Oren Lee Stalw, 
who will be represented by Mr. Harry Graham and Mr. Robert A. 
Darr, which completes our witnesses for the morning. 

(Senator Allen assumed the Chair.) 

Senator Allen. Mr. Baker, if he is prepared to testify. 

Cro ahead, Mr. Baker, please. 
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STATEHSNI OF KALPH E. BASES, PBESmENT, RATIONAL FEDEBr 
ATIOH OF LAHD BANK ASSOCIATIONS OF THE UNITED STATES, 
XONESVILLE, HICH. 

Mr. Baker. I am Ralph E. Baker, a dairy farmer from southem 
Michigan, a member of the board of directorB of the Federal Land 
Bank Association of Hillsdale, Mich., and president of the national 
federation of land bank associations of the United States. It is on 
their behalf that I make my appearance here. 

The national federation of land bank associations of the United 
States is a federation of local, grassroots associations which daily 
provides the mechanism with which the 12 land banks make available 
needed funds to farmers and ranchers through real estate secured 
loans. 

The objective of this federation shall be to perpetuate the spirit 
of the Federal Farm Loeui Act ; to preserve the cooperative features 
of the act ; to encourage the exercise of the rights, powers and duties 
of the Federal land bank associations and the Federal land banks 
for the purpose of providing a forum for discussion and a media of 
communication through which its members may be informed; and 
to promote le^lation or changes which may in any manner affect or 
relate to the welfare of the Federal land bank associations or the 
Federal land banks. 

The national federation has on may occasions suggested that articles 
in the present act be revised. As early as 1965 we suggested postre- 
view of loans; in 1966 to provide for rural housing loans. In 1968 at 
convention we adopted the following resolution : 

Whereas much change has taken place in agriculture since tim 
Farm Credit Act was last reviewed by Congress ; and 

Whereas the Farm Credit Sv^tem needs to be in a positicm to serve 
the credit needs of farmers and ranchers, not only present but futute : 
Now, therefore be it resolved, That this national federat'on go on 
record favoring and proposing to the district boards, Federal Board, 
and Farm Credit Administration and Members of Congress that the 
Farm Credit Act be thoroughly reviewed and amended where 



At national federation convention in 1988, 1969, and 1970 we sug- 
gested the removal of the 65-percent limitation, and many more. I 
bring these to your attention merely to demonstrate the concern the 
national federation has had in the imst in updating our lending an<l 
lending services so that the land banks and associations can more ade- 
quately provide for its members and borrowers. 

At the 1971 convention of the federation we adopted the following 
resolution : 

Whereas this federat'on has reviewed the proposed Farm Credit 
Act of 1971 at length and find it encompasses many of the past recom- 
mendations of this federation and believe this legislat'on to be pound 
and desirable to improve the Farm Credit System, Resolved, That this 
federation endorse, recommend, and urge its enactment by the Con- 
gress of the United States. 

Mr. Chairman, if I may I would like to make an additional c 

Senator Aix£n. Go right ^ead. 



-dhyGoOt^le 



Mr. Baeee. Very briefly. In testimony that I heard here jesterdar 
and today there has been some concern apparently by those outside 
of the Farm Credit System as to the concern that we have for the small 
farmer, the size of loans that we are making. Inference was made that 
we sort of run toward the high, large amount loans. Therefore, I 
have in my possession some figures that might be significant. 

Average size farm loans clof^ from 195B to 1970. In the vear 1956 
the average size closed was $8,790 ; in 1957, $8,870 ; in 1958, $9,440j in 
1959, $10,940; 1960, $11,610; 1961, $12,850; 1962, $14,030; 1963, 
$15,260; 1964, $8,2-S0; 1965, $21,150; 1966, $24,770; 1967, $25,438; 
1968, $28,129; 1969, $29,848; 1970, $32,602. 

I realize this is a lot of figures but I think it demonstrates rather 
candidly that we have operated for the purpose of serving all. Granted 
we went from nearly $9,000 to about $32,500, this, I thirS, reflects our 
times, inflaiion, the size of operations, and this type of thing. 

My personal experience, I Know that in this 15-year period the size 
aud costs of our operations have increased tremendously and I think 
it very significant and points out that we are serving many small 
people as well as the large people. 

Senator Aixen. Thank you, Mr. Baker, Do you feel that the present 
credit facilities that are available to farmers and to related busiaesses 
are adequate to take care of the credit needs of agribusiness in these 
times? 

Mr. Baker, Well, apparently it is. At least this is all we have to 
work with. Hopefully if we rewrite this act it will make it more bene- 
ficial to these people. 

The Farm Credit Act and the farm credit system I have been 
concerned with since about 1956. This is when I took out my first loan. 
I have through the years become more deeply involved with it throu^ 
choice and I have uie greatest respect for Uie act and for the system 
and for the good that it can do. 

I think when we receive 35-40-45 percent of all of the mortgage 
closings in our area we have to think that this is a significant opera- 
tion and provides the real service to farmers. 

Senator Allen, Aren't the credit needs of agriculture and agribusi- 
ness mounting each year ? 

Mr. Baker. They certainly are. In 1956 we borrowed in terms of 
hundreds of dollars and now you borrow in terms of thousands of 
dollars and it i3 that simple. 

Senator Allen. The suggestion was made by some of the witnesses 
that the land banks should be put on the same competitive basis with 
private institutions. In what way would that handicap the land banks i 

Mr. Baser. Well, as I started in my statement, first, I am a fanner 
and I am not a banker. I don't know, in fact I think I shall not attempt 
to make an appraisal of this because I don't want to do it wrong. 
But our observations in our own area where we loan, and certainly no 
discredit is meant to the gentlemen who preceded me, we have found 
that when private banks and when insurance companies choose to get 
in the agribusiness loaning is in times of surpluses of money, and when 
we come to the time of shortage of money, high cost of money, they 
quickly withdraw from this type of loaning, and in order to provi(fe 



DiqinzfidhyGOOt^le 



334 

credit to the fanners, as we know t^at it needs to be there, at the pres- 
ent time the farm credit system is the only one that provides this at 
all times and we are there. 

Senator Allen. In other words, private funds might be withdrawn 
at the very time farmers needed it most! 

Mr. Baker. That is true, very true. 

Senator Allen. Well, now, on some of the business practices per- 
mitted by the legislation, I would like to ask your opinion as to the 
soundness of some of these revisions in the regulations, one being to 
lift the percentage of loan that you can make, take the ceiling off as 
regards the percentage of the appraised value. 

Mr. Baker. Unfortunately we oftentimes run into the proposition 
where a hypothetical answer would be perha^ someone wants to bor- 
row a $40j(>b0 loan. Under the present conditions we are available for 
perhaps $30,000 so this gentleman goes to the bank or someone else, a 
private loan lender and borrowa the additional money needed. Well 
this seems like an easy out and may be all right but what happens is 
the man is in the same credit problem if we had loaned him the $40,000, 
only perhaps worse, because he probably has a higher interest rate and 
has two people to accommodate and probably in the ultimate end he is 
worse off than if we were able to pick up this man's mortgage on a 
total basis. 

I am sure in my experience with land bank managers and banks and 
people that to life the limitation does not take off the lid, it merely 

Euts responsibility on the responsible people and this has been the 
istory of land banks. For some imknown reason there seems to be a 
gravitation of very capable people on the association and bank level 
and personally, and I suppose I am prejudiced, I haye all the con- 
fidence in the world ui these managers and directors of associations 
and bank people that this will be used as it is supposed to be nsed, 
not indiscrimmately but to provide in certain conditions adequate 
financing for adequate people. 

Senator Allen. Well, now, would this permit the reverse of the 
situation that you are trying to cure, that is, preventing a farmer 
from adding a second mortgage from a private source to the first 
mortgage he obtains from you? Would this legislation permit the 
fanner to get a first loan from a private source and then borrow from 
the land bank on a second mortage ? 

Mr. Baker. Unless this act is much different than I think it is not, 
we are first mortgage loaners, and, therefore, and 

Senator Allen. As of now, what about in the bill ! 

Mr. Baker. Well, sir ; frankly I wouldn't quote from the bill because 
I don't know. 

Senator Allen. Yes, sir ; well, would you favor going into the second 
mortgage business? 

Mr. Baker. I certainly would not. 

Senator Allen. You would favor those making 100 percent loansf 

Mr. Baker. Under certain conditions and this would oe a condition 
where the association, fortunately, the fact that we do have associa- 
tions, and local directors who are able to evaluate people, not only real 
estate security, but people themselves, and this is the real good part of 
the Farm Credit Act. 

Senator Allen. Well, aren't some sort of rules and regulations of 
benefit to those managing Federal land banks in making loans? In 
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other words, does this not allow the Federal land bank people to tell 
prospective borrowers that there is a certain limit on the percentage 
of loans, whereas if there is no limitation would tiiat not enable the 
borrower to put it on a personal friendship and pressure on the asso- 
ciation to make ill-advised loans ajid that some limitation might be 
preferable? 

Mr. Bak£r. Well, people beii^ people I suppose what you say I 
trust. There is also this possibility. However, when you are dealing 
with as on the association level the directors, five or more direct^n^ 
plus the manager, it is pretty hard for any one individual to be on that 
kind of terms with all five of the people; therefore, I believe proper 
restraint is in this part of the thing and I am thoroughly concerned 
that the associations need to be in their present structure with associ- 
ation directors having the final say on whether this is a good loan, a 
good man and so forth. 

Senator Ajxen. What about loans on open notes, would you favor 
that? 

Mr. Baker. I guess I don't understand just exactly what you me«i 
by open note. 

Senator Allen. To sign a note as security for a loan witiiout 
collateral. 

Mr. Baker. I would not be in favor of that This would be even 
more than an open end mortgage^ this would be a perstmal note, and 
I don't believe that the farm credit should delve into this proposition 
at all personally. This isapersonal observation. 

Senator Aij.en. Now, the suggestion was made by one witness that 
the Federal land banks could lend at usurious rates of interest but at 
the same time the complaint was made that they could lend at lower 
rates of interest than private institutions. 

Do you feel that land banks should be enabled to make a usurious 
loan, one that would be considered usurious for a private institution? 

Mr, Baker. Well, frankly, sir, I am not going to try to answer that 
because I don't feel equipped to answer it, 

I think that this could better be answered by someone who has raan 
knowledge on this particular area. I would rather not answer it than 
try to bolix the thing. 

Senator Allen. Do you feel that there are plenty of crodit needs 
and demands available to satisfy the private institutions on making the 
farm loans at present? Do you think there is sufficient demand for thft 
land bank loans and the loans of private institutions as well ? 

Mr. Baker. Well, I am not very well acquainted with these private 
institutions as you speak n jr do I have acquaintances that are on bank 
boards and this type of thing. But I would imagine if they saw fit that 
they would, as most of us do, we would find a way if we so desire, and I 
believe that if they were really interested that it would not be a pro- 
hibitive project for them. I don't know this but this would be my 
feeling on the thing. 

Senator Allen. Do you sometimes handle actual closings of loans? 

Mr. Baker. I do not as a director. 

Senator Allen, Well, now. don't the Federal land banks from time 
to time more or less bail out tne private institutions and in the process 
of making a loan to a farmer pay off his loan to the local bank or the 
local private lending institutiim ? Isnt that frequently done ? 
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Mr. Baser. It is done; yea, sir. 

Senator Allen. So actually there is a place operation for both the 
private lender and the land Mink as well, is there notf 

Mr. Baker. T^ere certainly is and we, of course, have many bor- 
rowers that borrow from land banks and borrow from private banks. 
1 did this for years. At the present time I am a production credit bta"- 
rower but for years my own local bank handled my short-term operat- 
ing loans, and I think you are right : I think there is plenty or room 
in this area. As I say, normally if you want in you get in, if you have 
this desire. Usually there are other types of loans that entice them 
away from farm loans, faster turnover of money and this type of 
thing. 

I don't argue with this because if I were financing instead of farm- 
ing you do what is prudent at the time. 

Senator Allen. Weren't the land banks pioneers in the amortized 
mortgage, so much coming due at regular intervals rather than the old 
lump sum falling due at one time ! 

Mr. Basbr. Ithinkthisistrue. 

Senator Allen. And certainly that has been beneficial to the farmer ? 

Mr. Baker. It certainly has. It is hard to discredit, I think, the 
farm credit because of the benefits that is reaped for the American 
farmer and I have real strong feelings and yet you have real satisfac- 
tion when you help people. I am sure you know this. And we find our- 
selves in this position many times where we can be a real benefit, help 
a man and his family and it has great satisfaction in it. 

Senator Allen. Thank you very much, I appreciate it. 

Mr. Bakix. Thank you very much. 

Senator Allen. Mr. Harry Graham, then, please, I understand you 
are to appear instead of Mr. Staley, 

You may proceed. 

STATEMiaiT OF TTARTt T L. aRAHAM, LEOMLATIVE SEPBESERTA- 
TIVE, HATIOHAL FARMEBS UVION 

Mr. Graham. Senator Allen, we appreciate the opportunity of ap- 

E earing in behalf of this legislation which is before this committee and 
am sorry that Mr. Staley found it impossible to come. 

I was a member of the National Commission on Agricultural Credit, 
really I represented Mr. Staley at all of the meetings, and have always 
had a great interest in it, NFO has a great interest in the probluns of 
ferm credit. 

National Farmers Organizatitm member^ip is made up entirely of 
farmers and most of them moderate to larg;e in size and their credit 
needs are substantial and in some areas critical. We feel that there has 
been a failure on the part of the regular bankinc institutions to take 
care of the credit needs of agriculture, especially in some critical areas, 
and to some extent the Farm Credit Administration has not done the 
job that it should have because of the limitations of the present 
legislation. 

This legislation brings the Farm Credit Administration into the last 
quarter almost of the 20th century. It has been over half » century 
since the original legislation was passed and the whole credit and 
farming situatitm is so vastly different than it was then that the mem- 
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bers of tiie Commission felt that it was necessaty to revise and mod- 
ernize the legislation applj^ing to the Fann Credit Administration. 
We labored long and I think diligently and the discus^ons within 
the Commission were not the kind of |;entle agreement on whatever 
somebody suggested. The conclusions or the Commission were battled 
out over, as I remember, seven sessions lasting 2 or 3 days, and we 
dotted the i's and crossed the t's and put in the commas as we were 
doing it so we thought the Commission report said precisely what we 
wanted said. We think the legislation should stay as closely as pos- 
sible, both the way it is written now and in the implementation, to 
what the Commission outlined, because this was a broadly representa- 
tive Commission of both the farm organization representatives and 
the banks themselves, and people who were neither farmers nor bank- 
ers but knowledgeable and interested people. 

The first problem which they faced was the one of removing the 6fi- 
percent limitation on the appraised values on the loans that could be 
made. It had created the problem of double mort^^aging and doable 
payments and the impossibility sometimes of getting loans from the 
commercial banks for the percentage of the value that they ordinarily 
would make and then the Farm Credit Administration was unable 
to make the loan either because of the limitations under the law. 

We don't believe they ought to loan 100 percent of the value of a 
form most of the time. There may be rare instances when they could. 
But 65 percent is hardly the level of commercial banks and the regular 
lending institutions are working at either, and we thought this should 
come up to a more reasonable, realistic level. 

We all felt, and NFO has very strong feelings, that credit is not the 
sole answer to farm problems, that it is a temporary substitute for 
price, but only a temporary one and not a very good substitute. By 
price we mean prices that are more than 50 percent of the EEC targ^ 
prices and somewhat above what Dr. Houthakker recommends as "(us- 
tress levels." 

The credit is kind of like a maintenance dosage of medicine. I have 
been getting acquainted with them the last 5 months. They don't make 
you well, they just keep you from being more sick. And the demand 
for credit is extremely high. Demand for credit is an evidence of the 
dckness of the agricultural plant and institutions with which we are 
all concerned. 

We were concerned with the lack of good credit for young men en- 
tering into agriculture and we were pleased at the reaction of tiie 
Farm Credit Administration as to the possibility of setting up, 
through special reserves or otherwise, some credit facilities for young 
men of ability that was based on something besides their holdings at 
the present time. And these are the instances where we think, the lend- 
ing should be right up toward 100 percent of the appraised value. Th^ 
may need to be joint loans or there are a number of ways this can be 
worked out, but we do believe that te present age of agricultural op- 
erators indicates that an aggressive program has to be initiated at this 
point and we can't depend on the Farmers Home Administration to 
do all of this job. 

We worried a great deal about this problem of lending for credit 
related services and the Commission recommended it where it was 
feasible, and in general I tliink we felt that where it was neceesary. By 
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this W6 don't mean that the Farm Credit Administration should never 
enter into competitive services offered by a farm organization of some- 
body else but that this should be one of the factora they consider 
before they get into these areas, but if there is no general answer to 
credit related needs in recordkeeping or maybe computerizing or 
something of the kind, maybe in terms of health insurance, because 
this has been a major factor in the termination of loans, of all kinds 
of loans for many years, or whatever it is, we felt that where the need 
was there and it was feasible, then they should be permitted to do 
those things that strengthen the credit of the individual borrowers. 
These should not be moneymaking services instituted for the banks 
for profits but they should "be based on the services needed by the par- 
ticipants. This is a rather sticky area and we worried with this. We 
have drawn the lines as carefully as we could and perhaps you are 
going to need to in the legislative history draw them also at that point. 

In loaning to farm related services there is a great deal of difference 
of opinion on that but we came out with a statement that was accepted 
and that is, generally, the concept was that if those services were 
necessaiT and if there was no other financing for them, then the Farm 
Credit Administration as part of their services to agriculture should 
provide the financing for those services, but we were all very much 
concerned, I think most of us were, about pushing this one very far 
and if at all possible the farm related services in our judgment should 
be handled by the commercial banks. We dont want a prohibititm on 
them, but we don't want this to be one of the major efforts of tJie 
Farm Credit Administration either. 

The issue of taxation has been repeatedly raised. There is nothing 
new about it being raised in these hearings. There is a difference 
between whatever tne reserves that might be accumulated in the Farm 
Credit Administration farmer-owned assets and being made available 
to the farmers themselves, in increased loans, between taxing t^ose 
and taxing net earnings of a major lender such as one cyf the great 
insurance companies. The Congress has recognized in the past, and 
these people recognize the difference. For people who are paying 20 
percent taxes on their net earnings to suggest that farmers pay 50 
percent taxes on whatever their reserves might be accumulated, I tliink 
should fall from the weight of its unreasonatflmess. 

There is a problem of the selling of debentures to farmer members 
of the Farm Credit Administration that has been objected to. We 
would point out when somd3ody has a substantial amount of money 
available, and sometimes this is short-term money, which you have 
6 months and 6 months a year you are borrowmg money, during 
the 6 months they have money, most of the people that have this kind 
of money know ways of finding places to invest it at more than the 
savings and loan or loc^ bank will pay for interest. If they know 
that much they are finding debentures anyway, and to say that they 
couldn't buy a Farm Crefit debenture when they could buy Fanme 
Mae or anything else they want is making an unrealistic appraisal of 
this situation, it seems to us. 

We think that this legislation providing for participating loans 
between the commercial oanks and the PCA's especially wul open 
up new avenues of service to some of the banks at the present tune 
and the fact that the money is made available for the purchasing 
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of farms and the paying for equipment also means that the greatest 
share of the moner will pass through the c<»nmeroial and the neigh- 
borhood banks. This isn't somethmg that is just d<Mie off of one 
side and nobody else hss anything to do with it, this enters into tht 
mainstream of our business life and so there is som^hing to ba 
said for that aspect. 

Xow, we are not at all sure that all of these banks are quite as 
free from guilt as they might be in terms of this problem. A study 
by t^e Federal Beeerve Bank that Dr. Shephardson reported on 
during the Commission hearings indicated that a great many of 
these country banks are borrowing this money money from their 
depositors and they are lending it in turn to city commercial hanks 
ana much of this money is gomg outside of the rural communltaes 
and some of the shortage of oanking money is because of the delib- 
erate decision on the part of the country bankers to try to get more 
for the money that they are renting out. We are not argumg with 
that. It is their privilege, but we donx think they out to try to toep us 
from having money to operate on at the same time. 

I have a son that wotss for Chase Manhattan. (I have a friend in 
Chase Manhattan in New York) he is a trust lawyer there, and one 
of his jobs is going out and scouting for extra money in the smaller 
city banks and the country banks. We know what they are doing and 
they are getting money and using it That is a part of the system. 
We don't have any objection to it but it is one of the things that 
ought to be brought into consideration when restrictions are being 
proposed to be put on us. 

'rids matter of usury is one that we are concerned about, or what is 
called usury^ because there are some Federal land banks and Farm 
Credit Administration exempted from some State laws and this has 
to do most entirely with State laws. To bring these loans down to 
the legal rate of interest with some of the ba^ loans simply means 
loans aren't going to be made in many of these States. This is t^ 
history of it. Commercial banks can't make the loans, Farm Credit 
can't make the loans, nobody can make the loans. 

We would all like to see interest rat«s brought down to 6 percent 
instead of 8 and 9 and 10 percent that they are in some areas but 
the cost of money is above this and money just isn't going to be avail- 
able at this kind of interest rate. If you cant rent money at 6 percent 
for dam sure you can't lend it at 6 percent. If this is the direction 
that the committee thinks we ought to go, the Committee should con- 
sider the possibility of underwriting that interest like they did before 
when the t)anks were owned partly t>y the Government. Banks arent 
owned by the Government, they are owned by farmers and Govern- 
ment has to ma^ up its mind which way it wants to go, they can't 
have it both ways. 

The problem is basically a State problan and we would say to our 
friends in the country banks, and in the Independent Bankers Asso- 
ciation, and we do have some good friends there, that when they get 
ready to tackle this on a State level if they will a^ for help in most 
instances I think they can get it, and this is where it has to be worked 
out. Unfortunately we dont like this but there it is and we are all 
faced with it and there is nothing that we can do about it at the present 
time except probably pay a higher rate during the coming year than we 
are paying right now. k. seems to me these interest rates are going to 
go up more than they are now. 
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These in general are the things that we are thinking about on this 
and in the prepared testimony the committee and we have spelled this 
out in a little more precise language than I have used in this ad lib 
statement. 

Senator Allen. You made a mighty fine statement and I appreciate 
it. We look forward to seeing your prepared statement. Thank you, air. 

Mr. Graham. Thank you, sir. 

(Mr. Graham's prepared statement is as follows :) 

T%e NFO la pleased to preaent its approval, with a couple of reserratloiw, of 
the legislation introduced by the dlfitln^ulsbed Chairman of tbia Committee. 
We thank the Chairman for hie Interest and tor the prompt scheduling of tbeae 
hearings. 

The NFO Is vitally Interested In this legislation. Its membership across this 
nation Is composed excluslrely of operating lannera whose operations req^re 
their full time and resources. Their cred t needs are froin moderate to very large. 
Credit Is all that keeps them In business as they face continually Increasing costs 
and steady or lower farm Income. 

The Oialnnan'a statement at tbe time the legislation was Introduced was a 
fine summary of the credit situation. Larger farms, a 0Q% Increase In land values 
In ten years, 64% Increase In the value of machinery, B5% iacrease ia the Talne 
of livestock and pcraltry, and a 134% Increase la farm IndeblKdnees to the present 
leTeIof$55b.lllon. 

The Administration gets In a stew about the problems of a coui^e of aircraft 
companies. In terms of Investment, number of workers Involved, its impact of 
domestic and foreign commerce, Boeing and Lockheed are so small that titey are 
inalgnlflcant compared to U.S. Agriculture. 

Wliat farmers really need are realistic prices for their products. Our definitioa 
of realistic Is not export prices at 60% of the DEC target prices. We don't even 
agree with Dr. Hauthaker proppsal to set support prices at "distress levels". 
Until farm prices return cost of production plus a proflt, farmers are going to 
be In deep trouble and increased credit Is a symptom of the s'cknees of agrlcal- 
tnre and not a prescription to core the illness. It's 'wh&t my doctor calls a 
"maintenance dosage" — -It helps me to keep going bait does not make me w^I. 

Having said this, tbe fact r^nalns tbat tbe Farm Credit System needs to be 
updated if It is to continue keeping farmers In business undl tbey can someCltae 
hopefully stay in business by investing tbelr profits instead <rf capitalizing and 
amortizing their losses. 

The NFO participated in the work of tbe Commission on AgTicnltnrai Credit. 
At our Annual Convention in Louisville. Ky., last E>ecember tbe 12.000 delegates 
unanimously approved tbe report of the Commission and pledged sunmrt ftw 
legislation based upon the recommendations of tbe Commission. 

Of major Importance In S. 1483 is the removal of the 65% of tbe appraised 
value celling on farm loans. This was an anachronism In a modem world. We 
do not suggest tbat the member banks disregard sound banking prindples, but 
other lending Institutions did not seem to see tbe necessity of this limitation, ^nie 
passage of S. 1483 would give tbe FLB's at least an equal competitive posltltm 
with other lenders. 

We look with approval on the provision to permit PCA'p and commercial banks 
to jointly participate In providing for the credit needs of borrowers. We feel tbat 
this is a desirable arrangement to keep local banks In the credit picture. 

Tbe permission for the sharing by FLB's and FLB association's of gains and 
losses is sound underwriting and has NFO support 

We approve of the provision for the FCA member InsHtutlons to fumtsfa 
credit related services where needed and feasible. The nature and extent of these 
services should be closely administered by the FCA. It was the Intent of the 
Comniission that these services should be added only as services needed to serve 
the credit needs of borrowers and not the simple application of Parkinson's Law. 
In these Instances, the emphasis should be upon service to borrowers and not 
profits to lending institutions. 

We have the conviction that most of these services should serve tbe widest 
possible area to provide better underwriting and more efllcient admlnlstzatioD. 

We are aware of the need to answer some of the social problems of our rural 
non-itarm neighbors, and approve of loans for housing In rural areas. We bave a 
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conviction tliat these loans sbonld be made as the reanlt of acc^ted banking 
principled and not to meet the credit needs of those who would not qoalif; onder 
common credit atandarda. 

We Btipported legialation to Increase the funds available for low-coat niral 
housing loans tij the E^rmer's Home AdminlBtratfon. Loans with any substantial 
risk InTolred should be handled by the KHA or from funds originating outside 
the regular loan funds of the FCA or from funds guaranteed by an agraicy of 
government. 

In general rural non-farm housing loane should be handled by commercial 
banks when and where funds are available. 

The NFO atronglf approves of the proposals to establish special lending pro- 
grams for flnandng yonng farmers, using such methods as special reserres, 
guarantees, Joint loans, and partnership ventures. We hope and expect that this 
part of the program will have a vigorous implementation toy the FCA. 

Providing for the credit needs of farm related business should be subject to 
the closest scrutiny and the narrowest interpretation by the FCA. 

The Commission discussed this at some length and at moat of ttie meetings. 
Buch business, it was agreed, should be HtrUted to services and »hould not include 
financing business engaged in buying and selling. It is our cmivlction that finan- 
cing farm related services is generally the function at the commerdal Iwnks and 
the FCA should render this service only where there Is a substantial need. 

The NFO would take a dim view of the provision (p. 49, lines 11-14) which 
would permit the association's to own and lease equipment to its stockholders, 
except In very rare instances where small producers of specialty crops have no 
other way of availing themselves of needed equipment, Even then we feel that 
a local cooperative would be the proper owner and leasee of such equipment 

One of the most Imiportant provisions of the legislation Is tlie provision for 
the use of new methods of obtaining loan funds. Thle with a better planned 
and consolidated system of entering ttie money market fdiould help to reduce the 
cost WT money rental. 

We wonld remind the Committee that the question of consdldation of local 
lending institutions was discussed wiOi vigor and at some lenf^th. The Oonunle- 
9k>n rejected this approach at tbla time. 

We are aware of the attempts being made to tax the earnings of the member 
Institutions of the FCA. We would rem-nd tlie Committee and the Senate that this 
would only serve to increase the already almost prohibitive costs of operating 
a farm by inrcreasing the cost of money rental. Where is the money coming fpMn 
to pay these costs? Agriculture is struggling to survive as a viable tudustry. M 
the earnings of the assodations are not reflected in increased taxes being paid 
farmers, it is simply because (^ a decline of profits. The cost of money is an 
integral part of that dismal profit and loss picture. 

We ere also awat<e of the objection to selling FCA debentures to the stock- 
holders and borrowers of the system. F rst, we would point out that this cannot 
be a very aignlfloant amount. Secondly, those who have capital temporarily avail- 
able In substantial amounts are going to place some of it in accounts wliich will 
iietum more interest than Is usually paid by local banks or savings and loan 
associatloos. Other debentures are also available and the prohibition of the sale 
of FCA securities would not stop the practice of moving money out of local banks. 

We would in all kindness remind our country banker friends that, according 
to a study by the Federal Reserve System, a substantial amount of money de- 
posited In country banks is also moving into national money market or is being 
toancd to large metropolitan commercial banks. 

The problem, of course, is restrictive state banking loans whi<^ place Qie 
coimtry banks at a disadvantage. The thrust of their legislative efforts shoidd 
be used to correct this legislation, and In this effort titsy can find some friends 
and help. 

The NFO ie opposed, unalterably and vigorously opposed to the ertenslon of 
these farmer-owned credit facilities to non-farm and publicly owned corpo- 
rations for the development and financing of farming operations. We hope t^e 
Productton Credit Assodatlona will sharply curtail any tendency to stray into 
this territory, both because of the undesirable social and economic implications, 
and also because it ie not sound banking practice to risk large sums of money 
on highly speculative and volatile ventures. 

The NFO gives complete support to the efforts of tM« legislation to increase 
the avaUablUty and tower die cost of the money required to conduct modem 
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farm operations. We support every effort to answer fte need* o* bona-flde farm- 
ers and those who voald become fanners. We support the efforts ot the FCA to 
insure as far as possible the eound operation of the farmer owi^d credit apatems. 
We applaud the efforts of the PCA to assume some social pesponsibility and 
ieadershlf) In our fimglle and fragmented society. We support this legislation end 
pray this Committee and the Senate for Its prompt enactment. 

Senator Allen. Mr, Robert Dair. 

stateheut of bobert a. dabu, fbesident, federal land 
bank of columbu, ahd president, federal iftermediate 
credit bane of colxthbu, coluhbia, s.c. 

Mr. Dark. Senator Allen, members of the committee, I hope that I 
can, out of my experience make a constructive contribution of infor- 
mation for your committee consideration of this very important bilJ. 

I am Robert Darr from Columbia, S.C. I was bom on a 120-acre 
farm in North Carolina and managed two production credit associa- 
titms back in the late 1930's and early l&40's and have served in various 

r»sitions in the farm credit banks of Columbia for the past 26 years. 
have served as president of one of the banks since 1951. 

I have a brief one and a half page prepared statement and then if 
it would meet your approval I would like to respond to one or two 
points that I think are pertinent that were referred to this morning 
by other participants. 

Senator Allen. Right at that point I would say if Mr. Darr brings 
in any additional testimony that an^ of the witnesses would like to 
comment on, time will be made available if new argum^its or facts 
are adduced. 

Mr. Dark. Thank you. 

I am privileged to have this opportunity to speak in behalf of the 
proposed Farm Credit Act of 1971, S. 1483. My recommendations will 
deal primarily with sentiments in favor of the bill from the third 
farm credit district which includes the Carolinas, Georgia, and 
Florida. We have in the third district 46 Federal land bank associa- 
tions and 60 production credit associations, with an approximate 
combined membership of 85,000. As you are probably aware, each of 
t^e land bank associations and each of the production credit associa- 
tiims is a corporate entity, having its own board of directors consisting 
of five to nine men, elected by its borrower-members. Borrower-mwn- 
bers include those members who have loans, or who have had loans, 
in the case of production credit associations, during the last 2 years. 

For several years in the Columbia district, we have had organized 
advisory committees composed of elected directors from both FLBA's 
and PCA's, and in addition, during the last 2 years have had special 
ta^ force committees appointed from each class of association. These 
advisory committees andT special task force committees have ^)ent a 
great deal of time in talking to the membership of the organizatitais 
and fanners about what was needed to enable the farm credit ^^Btem 
to better meet the present and foreseeable needs of financing 
agriculture. 

The findings and recommendations of our own advisory groups and 
special task force committees were communicated to the national study 
commission, commissioned by the Federal Farm Credit Board in eudy 
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1969 to make an in-depUi study of iJie svsteim. The national comnrismon 
was composed of representatives of all national farm organizatitma. 



The academic communitj, t^e farm press, and elected representatives 
of the farm credit institutions tnemselves, also served aa the 



The proposed Farm Credit Act of 1971 grew out of the recommraida- 
tions of this study commission, and out of the recommendations of an 
independent advisory committee on financing, which was ccHnposed 
of fiscal experts outside the system. 

The legrislation that has l>een Introduced in the Congress has been 
given wide distribution in our district. Copies of Senate bill 1488, 
which is identical or nearly so to the various house bUls on the sub- 
ject, have been maUed to the 690 directors of the respective FLBA% 
and PCA's. The board of directors of the farm credit banks in the 
third district, the farmer cooperatives, and the farmer-oriented orga- 
nizations in OUT district, wholeheartedly support the legislation. I know 
of no way to have better ascertained the desires and needs of the 
grassroots segment of the people we serve ; neither do I know of any 
bettor way to disseminate mformation relating te the proposed legis- 
lation and the legislatitm itself, than had been done throughout our 
district. 

The birth of the proposed act has not bewi without paiiw. There 
are some items in the bill more urgently needed than others; tJiere are 
varying degrees of enthusiasm ; nevertheless, the people in our district 
favor uxe entire package as being as fair and flexible proposals as 
possible in order to serve the diversified interests of agriculture. 

We recognize the tremendous demands to be imposed on agriculture 
in the next decade and future generations. Economic forecasters indi- 
cate twice as much food will be required in the 1980's as is now being 
produced. We view this proposed act as a vehicle needed by the farm 
credit system to meet the demands for agricultural credit, and much 
of the rural community, in the present and foreseeable future. 

On behalf of the farm credit banks of Columbia, the land bank as- 
sociations, the production credit associations, and all of our members 
in the Carolinas, Georgia, and Florida, we urge and thank you in 
advance for your support of this legislation. 

Now, Senator, and members of the committee, if I might respond 

Senator Allen. Go right ahead. 

Mr. Dark (continuing). To several points that I personaUy feel 
are important, and I speak only for myself. 

First, with reference to the safety of loans and the removal of the 
65 percent of maximum loanable normal value. 

I feel that there is good balance both in the free banking svsteims 
in the PCA's and land bank associations between serving farmers 
and sound credit, and I think the Congress can have confidwice that 
this will continue in the future even though this needed flexibility is 
provided because, first of all, we have the association boards of direc- 
tors who represent their stockholders and whose resources are at ri^ 
on any losses. 

We have the district farm credit boards making policies who are 
elected by the users, and then wisely so in this legislation provision 
is made for regulations by the Farm Credit Administration. 
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The second point I would like to refer to is rural remdent financing. 
The need is very great in the Southeast in rural areas. It is an unmet 
need. We have 46 land bank associations with 20 branch offices. We 
have dir«:tors and managers and staff who are familiar with local 
conditions, and we believe that we are in a portion to provide a con- 
structive ser\-ice to rural America and to do it on a sound basis and 
to do it without the use of Government funds. 

We think, Senator, this is but an extension of our part-time farm 
financing in the land bank system which has provided a great service. 

I come from a State that is in an area of the country that believes 
in States rights and reference has been made to State usury laws. 
I think this is a problem that has been exaggerated, in my opinion. 
I think it is primarily a problem of the State legislatures and I have 
observed that in my own part of the country that the State legislatures 
are dealing with this problem. 

For example, in North Carolina we have a State usury law of 8 
percent on loans of $50,000 or less. And really my friend Mr. Cox 
mentioned a 10- percent ceiling in Florida and I havent observed much 
difference in the lending activities of other financial institutions in 
those two States. I dont think it is so much a usury law problem as it 
is the opportunity to employ investment funds to the best advantage 
of the company which, of course, is good business. But in our case we 
had a mandate from the Congress to provide fanners with depraidable 
credit in good times and bad times, credit to small farmers, even 
though the loan would be unprofitable to the land bank or the PCA, 
and so we have during very short periods of time has to exceed the 
State usury law in this one instance but I believe it is my opinion that 
this problem will resolve itself without putting provisions in this law 
that could possibly d^y credit service to fanners at the very time it 
is needed most. 

I would like to make a very brief statement and I hope I am not 
taking too much time, sir, with reference to farm-related services and 
financially related services that would be authorized in this bill on 
an optional basis. It would be optional as to whether they would be 
provided by a district bank, optional as to whether a given assooiaticm 
provided the service, optional with each farmer as to whether he 
wanted to use the service. 

Now, agriculture has changed a great deal, as you know, and the 
farmers' needs today go beyond his fence lines. Scmie fanners need 
to be able to hire custom services. This is an unmet need and I see 
this as a vehicle that may enable many small family farmers to stAy 
in the farming business whereas they wouldn't be aole to ju^fy the 
investment for $18,000 to back a harvester or whatever the equipment 
might be. 

In the matter of insurance related to loans, one of my fanner 
friends over in Marlboro County pointed out to me recwitly that he 
needed comprehensive insurance on farm machinwy and that this was 
a type of service that wasn't readily available to him and he had had 
a little trouble placing the coverage and he wished that his production 
credit association would provide this just like they do credit life 
insurance in connection with his loan. 
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I think the safeguards are built into the law here that, first, you 
have the association board, district board and regulations for Fann 
Credit Administration that would see that these services didnt over- 
shadow the primary purpose of financing farmers and farmers' 
orsiniz&tions. 

One thing that I think is urgently worthy of the committee's careful 
examination and that is that nothmg be done in this bill that would 
upset the farm credit system's ability to tap the money markets which 
it pioneered in 53 years ago. 

I think it would be a serious mistake for the funding o^ratioDS of 
the ferm credit banks to be placed under the Treasury Department. 
As it is, there is a good cooperative relationship between the banks and 
the Treasu^ Depai-tment, I know that because I have served c« the 
Bond and Deibenture Committee and I don't see any good to be ob- 
tained for anyone by changing that arrangement. 

The farmers need money in the SouthecLst, in Mardi and April to 
plant a crop. They couldnt wait an extra 30 days for aooess to the 
money market becau!:e they would he out of the farming business and 
we would be in serious trouble. 

Reference, and finally I make this as a last point — reference has 
been made to the tax status of the Federal land banks and the Federal 
land bank associations. The Congress, as I understand it, when it 
created the land bank system gave it a mandate to serve all segments 
of farmers, good times and bad times, small fanners, medium farmers, 
and I bdieve the record, Senator, speaks for itself. 

Now, the Congress also provideKl that the land banks should be le- 
stricted into the business activities that they would be engaged in; 
namely, just one thing, making long-term mortgage loans, 

I personally feel, and I am not speaking (^ciaUy for the Federal 
land banks in the farm credit system, I personally feel that if the 
ccmmittee of Congress whioh normally cwisiders taxation matters 
wishes to take a new look at this, that I am sure they will, they would 
have the full cooperation, I would give mine and I am sure every board 
and all segments of farm credit would cooperate in that study and if 
the land mnks were given equitable tax treatment similar to what is 
accorded by insurance companies, commercial banks and soone other 
instituti<His in the financial field, if they were given the opportunity 
to serve in a broader area, then I think this would certainly be in or- 
der, but it would be my sincere hope that this S. 1483 Would not 
delay pending such a study, and in some matter I would like to say I 
think we have a great challenge as we loc^ to the future to finance 
agriculture and finance it where it is and as it is and to do it on a 
sound basis. 

I think we can do a fine service for our country without taxpayer 
expeoise and rural residents financing and I believe the job ahead will 
require cooperation and the beet efforts of all Iraiding institutions and 
I for one wMit to pledge our full cooperatiui. 

Thank you, sir. 

Senator Allek. Thank you, Mr. Darr. Do you feel then that the 
farm credit STstem has made an important contribution to the out- 
handing job that the agricultural segment of our eccHtomy has done in 
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providing the food and fiber for this Nation and for much of the free 
world? 

Mr. Dasr. Yes sir; I do, and I feel it has also made a great contri- 
butiwi to the total economy of the country. 

Senator Allen. Yes. Well, now, we have heard a lot of testimony 
as to l^e liberalization of the provisions on the making of loans to 
agribuaiiiess and related business services. 

In what way does the bill provide for the intate by the farm credit 
system of additional funds to lend! 

Mr. Dark. Well, Senator, if I understand your question, as far as 
the source of funds, all credit needs in this Nation now comes from the 
capital markets whether we tap this market or whether somebody else 
taps it. So I believe wb can hope that the economy of the Nation will 
continue to £;row so that there will be capital funds for theee purposes. 

Now, with reference to the agribusiness financing, I think I could 
illustrate ib best by saying in south Geotvia, fof example, we grow a 
lot of peanuts and soybeans and com and the farmer fights the weather 
and the high cost of operation, the insects. He borrows mwiey to pro- 
duce it up to harvest and we taike this risk but when he harvests grain 
he doesnx have the money, he doesn't have a source of credit to finance 
the storage of that grain and market it in an orderly way unless he 
belongs to a cooperative. If he belongs to a cooperatdve we already 
have that authority. But under this bUl, as I undeistand it, it would 
then be possible for his production credit association to lend him money 
or the land bank to lend him money to construct stora^ facilities and 
enable him to orderly market his com and peanuts. 

Senator Atjj:n. I understand that, Mr. Darr. That, is aoib phase of 
maJdng it easier to make loans and broadening the aaope of the lending 
authority. 

Mr. Dakr. Yes, sir. 

Senator Allen. But I was trying to estabilish the methods, if any, 
that are made available for taking in more money into the fann cretut 
system. You still have to go to the money markets of the worid or of 
the country to get these funds and there are no subsidies on these funds 
that are sold in the open market. 

Mr. Dasb. That is right. 

Senator Allen. The credit instruments or the debentures or the 
bonds are not made tax exempt in any way ; is that correct! 

Mr. Dabb. That is correct. 

Senator Allen. In other words, they are subject to all forms of in- 
OHne taxes at the various levels of Government! 

Mr. Darr, I believe that is correct, sir, and I think the modem agti- 
culture as we look to the future is going to need these farm-related 
services and financially related services and farm credit service on a 
broader scale than we can now provide under existing law. 

Senator Allen. I think legitimate criticism of the whole farm credit 
^^tem has been that their loans are made on a long-term basis and yet 
the credit agencies have to go into the market and they will sell shorl^ 
term debentures ; whereas the security that the lending agencies have is 
paid back over a period of many years, the ag^i^ men is subject to 
the wide fluctuations in interest rate and may have a 6-perceirt loan 
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on its books and yet on account of the variations in the interest rate 
structure it may be necessary for them to pay 8 and 9, 914 percent So 
no profit could be c^:>tained there. 

Wouldn't it be well for the Federal farm credit system a|S;encies to 
go into the long-term, the sale of long-term evidences of indebtedness 
rather than to try to keep turning it over in the short-term market? 

Mr. Dark. Senator, I am happy to give you my beat judgment on 
that and I would say, first of all, this is an economic problem that 
everyone in the economy including the U.S. Government faces. The 
Government itself has been doing, as you know, a lot of short-term 
financing. There is in the land bank system — more recently in the 
credit bank production credit system — deliberate efforts being made to 
ertend our debt, the maturity of the money we borrow, more in keeping 
with the term of our loans; but there are times in the money market 
tht^ for example, there wouJd be a little interest in a 10-year land bank 
bond and we have had times to issue shorter term securities. 

Then the other thing that we are faced with is the cost of interest 
that we would have to pay because in our system, whether it is taxes or 
interest on borrowed money or loan losses, it comes out of the farmer 
stockholder's pocket, and we would hope we can keep the cost of credit 
to farmers at as low a cost as possible. For that reason, to illustrate 
the point, if we could borrow money at 5i^ percent for 2 or 3 years 
instead of paying 8^^ for 10 years, the coBunittee might, the bond com- 
mittee with the approval of the Farm Credit Administration might, 
feel that was the wise decision to make. Three years later when that 
bond matured we would find out, sir, whether that was a good decision 
or a bad decision. But in connection with this, to try to bring aixiut 
minimum cost and eliminate some of the peaks and valleys in the in- 
terest rates, this bill will authorize variable interest rates up and down 
above the wholesale cost of money which will give a farmer through 
our system the fair break on his interest rate over the life of his loan. 

Senator Allen. Fluctuate upward and downward? 

Mr, Darr. Yes, sir. 

Senator Allen. Well, the average fellow, though, might prefer a 
fixed rate rather than the uncertain. 

Mr. Darr. Well, if he did we would accommodate his wishes and 
try to do it on an equitable basis. 

Senator Allen. Speaking of the competitive advantage that the 
institutions in the Federal credit system have over private lenders and 
the life insurance companies, in particular, they have the advantage, 
of course, that their funds stay there for long periods of time and me 
amount that the life company would guarantee on the deposits left 
with the company would be somewhat less than they might anticipate 
receiving on a land mortgage, so that would be one competitive ad- 
vantage that a life company might have over a land bank or a coopera- 
tive bank, it would seem to me, 

Mr. Darr. They are our friends and they do a fine job and we have 
no criticism but we think some of the things they expressed concern 
about are mayfce not, maybe they look that big to them but they don't 
seem to me to be that far reaching. 

62-204 O— 71 28 
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Senator Auxn. Some of the projectioiu we see as to the needs of 
credit for a^culture, the agricultural seepent of our economy, it 
looks like it is goins to strain both the puUic and tha private sources 
to provide enough ^mds to meet the credit needs of agriculture in the 
next decade, so I believe probably there will be enough demands to 
take care of the available funds. 

Mr. Darb. I agree with you, sir, it is going to take everybody to do 
the job. 

Senator Allen. Yee, sir. 

Thank you very rnudi. 

Mr. Darr. Thank you, Senator. 

Senator Allen. Tnat concludes our hearings for today. 

We will meet again at 10 o'clock on next Thursday and we have a 
number of witnesses scheduled at that time. 

(Whereupon, at 1 :15 p.m., the hearing was recessed until May 20, 
1971, at 10 a.m.) 
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FARM CREDIT ACT OF 1971 



THIFBSDAY, MAY 20, 1871 
U.S. Sexate, 

StIBCX)MMrrTEE ON AGRICULTURAL CsEDIT 

AND Rural Electrification of the 
Committee on Agriculture and FoRBSTRy, 

Waahington, D.O. 

The committee met, pursuant to recess, at 10 :15 ajn., in room 324, 
Old Senate Building, the Honorable Greorge McGovem presiditig. 

Present : Senators McGovem, Allen, and Aiken. 

Also present: Senator Cooper. 

Senator McGovehn. The committee will be in order. 

Before we proceed with Mr. Campbell, Senator Cooper has some 
constituents here that he would like to present. I would like to call 
on you to do that now. Just introduce them. Senator. 

Senator Cooper, Thank you, Mr. Chairman. 

Thank you, Mr. Secretary, for permitting me to intervene before 
your testimony. 

As you know so well, we have a conflict, and I have to go to another 
committee where we are considering a conference report. 

But at some point in the hearings of today there will be witnesses 
from Kentucky who will testify, and I womd just like to intswlace 
them if I can. 

Senator McGovern. Surely. 

Senator Cooper. Mr. D, C. Sherman, general manager of Cumber- 
land Production Credit Association of Somerset, Ky. That is my 
hometown. 

Mr. Barkley Colson, also from Somerset, Ky., who is with him and 
that association. 

Mr. D. C. Evans, Tompkinsville, Ky. 

Mr. Earl Wilson, Gla^ow, Ky. 

Is there anyone I have missed % 

Also, maybe on another matter — these gentlemen are testifying 
upon one aspect of production credit, the prcwuction credit appropria- 
tion problem. 

Also, Mr. Laban Jackson, of Shelbyville, Ky., who represents tiie 
fourth farm credit district. 

I will come back at the time they testify somewhat later, but they 
are here to ask an extension and the term for loans be set at 10 percent. 

I thank you very much, Mr. Chairman. I will come back when they 
testify. 
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Senator McGovzrn. Thank you, Smator Cooper. We appreciate 
your being here. 

'llie report of the Department of A^culture will be inserted in tiie 
record at this point. 

(The report is as follows :) 

Depabtueat or AaBim7i.TUBK, 

OmOE OF THE Secretakt, 
WMMnffton, D.O., May 19. 1071. 
Hon. Hbbuak E. Taluadoe, 

Ofutirman, Committee on Aorioulture and Foreitry, 
n.a. Senate, WiuMngton, D.O. 

Deab Chaihuan Taluadqe : TbU Is In reply to your request at A.pril 13 for fl 
report on S. 1483, a bill to farther provide for the fanner-owned co(venitlTe sys- 
tem of making credit available to farmers and ranchers and tbelr cooperatlTee, 
for rural residences, and to aBsoclatlons and ottier entitles npm whl^ farming 
operations are dependent, to provide for an adequate and flexible flow of mcmey 
Into rural areas, and to modernize and consolidate existing farm credit law to 
meet current and fnture rural credit needs and for other purposes. 

The revision would make the statutory provlBlons sliorter, simpler, and more 
coherent as a whole. It would enable the farm credit Eastern to provide credit and 
related services for agrlcuUure and some other aspects *>t rnral deTe'o^Dent 
more effectively. The bill reflects considers tl<Hi <ii chapter Til <^ the Bcvort ot 
the Presldeiit's Task Force on Rural Developmoit, section 901(f) of tbe Agri- 
cultural Act of WTO, and the report of the commiflBl<Mi designated In 1966 by the 
Federal Farm Credit Board to study the present and future needs of American 
agriculture. 

l%is Department favors enactment of tbis bill subject to the concerns and ze»- 
erratlons set out below. 

Provisions In the bill of particular Interest to tbis Department Include the 
following : 

Sections 1.10 and 2.15 would authorise bousing loans at aDstAwIdised Intei^ 
est rates. Tbis would supplement the program of boufdng loans to rural fhmllles 
unable to obtain credit elsewhere which is administered by tlte Farmers Home 
Administration. However, the Department Is concerned that theae prorlslona 
may provide an unwarranted competitive advantage to the Farm Cmdit Systran 
over private lenders as a result of the tax ^emptlon the Farm Credit Systran 
would continue in this area of lending. 

Tbe Title I provisions for broadening digtblltty, and adding flexAiU^ to 
the security requirements, for Federal Land Bank loans will reduce Ore credit 
gap between farm owenrship loans available from tAie Farmers Home Admin- 
istration and those available from private lenders. 

Title II provisions, especially those broadening eligibility for Production Credit 
Association loans, will make needed credit available to a greater number of 
deserving farmers and ranchers. 

Broadened authority would be included for loans to furnish farm-reiated aHT- 
ices necessary to agricultural production and for technical aaelstanoe and flnan- 
dal-related services to borrowers, meimbeis, and a^iUcants. Here again, tbe 
Department Is concerned that these broadened anthorltieB, when consideced 
In the context of the Farm Credit System's oontinuing tax exetuptiMi, could 
generate coonpetitlve Imbalances by enabling the Farm Credit System to laid at 
lower rates than private lemdera 

If tbe Ctmgress, notwithstanding the reservations exi»essed above, provldM 
the Farm Credit System with the authority to broaden, the scope ol their activi- 
ties, the Departmrait recommends that appropriate Oratgressloiial Committees 
closely examine adjusting tlie Fann Credit System's tax status. 

Tbe Office of Management and Budget advises that there is no objection to tbe 
presentation at tbe report from tbe stand[>olnt of tbe Admiaistrntloo's procmn. 
^ncerely, 

J. Phil Caupbhx, Vnier Seeretarif. 

Senator McGovern. Mr. Secretary, we are sorry to keep you wait- 
ing, but we will be happy to hear your statement. 
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STATEMENT OF HON. J. PHIL CAMPBELL, UNDER SEGBETABT OP 
AOBICULTUSE 

Mr. Campbbll, Mr. Chairman, I have presented a statement so that 
everyone has a copy and I will read very briefly, if I m^. 

Mr. Chairman and members of the committee, I appreciate the 
opportunity to appear before your committee during discussions of 
S. 1483— the prop<«ed Farm Credit Aotof 1971. 

This bill would help provide for an adequate and flexible flow of 
credit into rural areas and would modernize and conaoHdate existing 
farm credit system law to meet current and future credit needs. The 
broadening of existing authorities, and the proposed new authorities, 
would enable the farm credit system to provide credit and related serv- 
ices for agriculture and some other aspects of rural development more 
effectively. 

We fully support the principal objectives toward which this bill is 
directed — the provi^on of adequate credit in rural America and the 
modernization and updating of the farm credit law. However, the ad- 
ministration has reservations about the possible imbalances in the 
competitive relationships between private lenders and the farm credit 
system which could result from the farm credit sy^em entering into 
new fields of lending and services while maintaining current tax exemp- 
tions. Therefore, if the authorities are provided to the farm credit 
system to enter these new areas, serious consideration by the appropri- 
ate committees should be given to adjusting its t&x status. 

Our support of the <xtjectives of this legislation stems fr<Mn the 
fact that adequate credit supplies are an essential ingredient for a pro- 
ductive, prosperous agriculture and a more economically viable rural 
America- The efficiency of our agriculture, which makes it possible for 
the American people to be the oest fed at the lowest real coat in the 
history of mankind, is heavily dependent upon the availability of ade- 
quate credit supplies. 

The dependency of modem agriculture upon credit is well illustrated 
by the changes that have taken place in capital requirements for the 
individual getting started in fanning. Thirty-five years ago a man 
could get started as a farmer — a competing producer — for less than 
$1,000. That is back in the depression days. Many times I saw this in 
the State of Georgia when aU a man had to do is get him a plow, stock, 
and mule and he was in business. 

Today you could not even be a subsistence farmer on those terms. 
The labor requirement has gone way down as the result of mechaniza: 
tion, electric power, commercial fertilizers, new crop varieties, weed 
and pest killers— but the capital requirement has gone way up. 

To make a good living in farming today requires a really big capital 
investment. In 1970, the 600,000 farms with sales of over ^,000— 
accounting for about 75 percent of U.S. farm marketings — had pro- 
duction assets averaging $221,000. This compares with average produc- 
tion assets of about $100,000 in 1960 for those 340,000 farms with sales 
greater than $20,000. 

The precise amount of capital needed today to establish a viable 
commercial farm will vary depending upon where tie farm is located 
and the kind of farming to be done. But the starting farmer who wants 
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to earn an income comparable to what nonfarm people expect to earn 
will be faced with an investment of up to $250,000. By the year 1980, 
this investment requirement will likely morethan double. 

The changes in capital rac[uirements for farm operators are re- 
flected in their total debt position. From 1950 to 1960, fftrmers' debts 
doubled— increasing from $12.4 to $24.8 billion. From 1960 to 19Y0, 
farm debt increase by 134 percail^-rising to $58.1 billion. There is 
widespread agreement among economists and other experts in agricul- 
tural finance that these trends will continue in coming years. 

Several studies have concluded that farm debt in 1980 will likely 
range from $90 to $140 billion — with the most likely level closer to the 
top of the range. Federal Reserve Bank economist^ using alternative 
assumptions for growth in outstanding farm debt, have projected a low 
debt level of $91 billion and high level of $137 billion. 

The lower projection implies that farm debt will increase about 5 per- 
cent annually, a significant slowdown from recent growth rates that 
averages 9 percent. The higher projection would require annual rates 
of increase similar to those of the 1960's. 

On the basis of these projections, the Federal Reserve bank econo- 
mists estimated that annual capital flows into agriculture during the 
1970's will increase $2 to $8 billion over the average annual capital 
flow of recent years. And most importantly, they estimate' that an 
increasing proportion of this flow will be financed externally by ex- 
panded use of credit — rather than internally from depreciation allow- 
ances or net farm income. 

Thus, if capital requirements of agriculture are to be met in the 
coming years, it is essential that the financial institutions that supply 
agricultural credit take the necessary steps to expand their capacity 
to provide these credit needs. 

The farm credit system banks and associations are a key source of 
agricultural credit. In recent years, they have provided an increasing 
share of the credit needs of American farmers. Of the outstanding 
farm mortgage debt provided by institutional lenders, the Federal 
land banks' share went up from 28 percent in 1950 to 39 percent in 
1970. On a comparable basis, the Production Credit Association's 
share of non-real-estate debt outstanding increased from 14 percent 
in 1950 to 28 percent in 1970. Most projections indicate that a similar 
trend will likely continue into the future. 

In addition to providing farmers with an increasing share of their 
credit needs, the farm credit system is recognized as a dependable 
source of credit, I think this very much needs to be emphasized, 
Mr. Chairman, because during time of rapid economic growth, 
especially when money conditions are "tight," life insurance companies 
and commercial banks frequently reduce the amount of money going 
into farm loans. 

Funds available for farm mortga^ loans are usually curtailed 
most sharply by these other institutions. During such periods, the 
farm credit banks provide a greater share of farmers' credit require- 
ments — and often expand their total lending levels. 

We believe that the proposed Farm Credit Act of 1971 will enable 
the farm credit system- — in conjunction with the other suppliers of 
farm credit — to meet the growing credit demands of American agri- 
culture during the 1970's. 
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The Department of Agriculture is particularly interested iu the 
sections of the bill that would : 

Authorize housing loans to rural families at unsubsidized 
interest rates. This would brina; additional housing mortgage 
credit into rural areas and supplement the program of housing 
loans to rural families unable to obtain credit elsewhere which 
is administered by the Farmers Home Administration. 

Broaden the eligibility, and add flexibility to the security 
requirements, for Federal Land Bank loans. 
Broaden the eligibility for Production Credit Association loans. 
Broaden the authority for loans to furnish farm-related services 
necessary to agricultural production and to provide technical 
assistance and financial -related services to Farm Credit Systwn 
borrowers, members, and applicants. 
Thank you, Mr. Chairman. 

Senator McGtovern. Thank you very much, Mr. Secretary. 
On the day before yesterday one of our witnesses who testified with 
reference to these last points m your statement ; that is, the expansion 
of services under the various agricultural credit programs took excep- 
tion to the fact that some of those services would be available to non- 
farm people living in rural areas. He said it would even go so far as 
to providing funds for State planning for doctors and lawyers and 
other people living in rural areas. Do you interpret the bill in that 
fashion ? 

Mr. Campbell. Well, as I understand the bill it was really referring 
to the availability of computers which the Farm Credit Administra- 
tion has on hand which could be used by the farmers. They certainly 
cannot buy computers, although some of the farm organizations have 
this service. This would be an additional service. 
I do not interpret it in the light in which you put it. I interpret it 

strictly 

Senator McGtovern. I do not either, but that is the testimony ire 

got here from one of the 

Mr. Campbell. No, sir, but we do not interpret it, and I think the 
governor of the Farm Credit Administration would be glad to testify 

as to which group they would intwid to 

Senator McGovern, In other words, the farm services are aimed 
at farmers ? 
Mr. Campbell. That is correct. 

Senator McGovekn, The opening statement that we .took on Mon- 
day, Mr. Campbell, came from Senator Bellmon, and he raised a 
iimnber of questions about the operation of the present program in 
his State with special reference to the Production Credit Associations. 
I would like to send that statement on down to the Department and 
ask that you and your people take a look at it for any comments you 
might make on the proposals that the Senator has made. He had a 
number of suggestions that he thought would strengthen the bill. 
I would be interested in any reaction that you or your associates 
might have. I do not know whether you have seen the statement yet 
or not. 

Mr, Campbell, I know the people in the Department have read all 
the testimony here. We will be glad to comment on what Senator Bell: 
mon brought up. 
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Senator McGovern. I thought it was especially important t 

it was based on his own experience in Oklahoma and various surveys 
that he put in the record indicating what the practices are in that 
State. Whether it is confined to Oklahoma I do not know. But it did 
seem to me he raised a number of questions that the committee ought 
to be looking at before we sign off on this legislation. 

Mr. Campbell, I will be glad to comment on it. 

Senator McGovern. Thank you very much for your appearance 
here today. 

Mr. Campbell. Thank you, Mr. Chairman. 

Senator McGovern. Our next witness is Mr. John W. Scott, the 
master of the National Grange. 

Mr. Scott, we are pleased to welcome you to the committee. 

STATEUENT OF JOSS W. SCOTT, UASTER, NATIONAL a&ANOE 

Mr. Scott, Mr. Chairman, it is a privilege to be here and testify 
in relation to the farm credit bill. 

I have a prepared statement, and in order to save your time, there 
are several portions that I will omit reading. 

Senator McGovern. We will see the entire statement is made a 
part of the record. 

Mr. Scott. Thank you. 

I am John W. Scott, master of the National Grange, with offices 
at 1616 H Street NW., Washington, D.C. 

The Grange is a general farm organization, representing farmer 
members in 40 of our 50 States. However, our membership does em- 
brace residents of rural-urban areas that have maintained an interest 
in the economic well-being of today's commercial family farm. It 
also includes other resident of rural-urban communities who under- 
stand the importance of a healthy, strong, viable agricultural econ- 
omy as the wellspring of rural community development. 

The word "Grange" is almost synonymous with "farm credit." The 
Grange was one of the first organizations to recognize the need of 
better credit facilities for farmers, and when the formation of loan- 
ing associations with lowered interest rates was being advocated, the 
National Grange at its sesion of 1891 recommended extensive discos- 
sion of the subject among Granges. 

From this beginning and in the years proceding the passage of 
the Federal Farm Loan Act in 1916, the Grange pressed the 8iu>iect 
of farmers' financial needs until the actual estaMisnment of the Faan 
Credit Administration in 1933. 

Since then it has constantly reaffirmed its position in support of 
the cooperative credit system based on sound business principles, un- 
der the ownership and control of farmer borrowers. Fedenu super* 
vision is recognized as necessary to assure that the provisions of 
Congress are complied with, and the Grange has taken a determined 
stand in favor of having all responsibilities for such operations vested 
in the boards of directors of the cooperative institutions in the field. 

The Grange has fought through the years for the preservation of 
the Farm Credit system. Kefernng to our early history, Charles M. 
Gardner, in his book "The Grange— Friend of the Farmer", stated: 
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Altogetber six years of anbutantial development resolted, until Prealdeiit 
Roosevelt transferred the Independent Farm Credit Administration to the De- 
partment of Agriculture. At once employees In the Department began to develop 
legislation designed to abolish the cooperative featnrea of the cooperative land 
banh system and substitute a program for straight Govermnent lending — thus 
renewing the program for socializing farm credit, which had been bo decisively 
defeated nearly 24 years before. 

When this legislation was presented to Congress, Land Banli Commissioner 

Wlio, Mr. Chairman, was a fonner master of the National Orwoge — 
resigned and was supported by tlie Grange, the American Farm Bureau Fed- 
eration and the National Council of Farmer Cooperatives, in the effort to pre- 
serve the system as a farmer-owned and a farmer-controlled cooperative credit 
system. The farmers finally won the fight, although sporadic efforts were made 
for two or three years to gain political control of the system. 

In later years the Grange fought to have the Farm Credit System 
completely owned and operated Dj the farm borrowers. Gardner ex- 
plained this phase of our history in this way : 

The tremendous power of the Government in waging such a fight convinced 
the Grange that the system should be taken out of the Department of Agri- 
culture, with its political controls, and established nnder an Independent bi- 
partisan board. The danger of political control was quickly seen when it became 
apparent that the officers throughout the system were not free to testify on 
a matter of this importance in any manner which was not acceptable to the 
Admiidstration, which was thus trying to gain political control. 

While this added to the difficulties of the fight it also Indicated clearly the 
need for comidete divorcement of this vast credit system from politics. 

Since 1940 the Grange has steadfastly adhered to its policy of placing the 
eudre system under an independent bi-partisan board, with complete control of 
local associations by the farmer borrowers, and an Increased control of district 
agencies by the cooperative credit associations. 

The Delegate Body of the National Grange, at its 104th Annual 
Session, held in Boise, Idaho, in November of 1970, passed the fol- 
lowing resolution : 

FABU CREDIT 

For some time federal monetary policy has accentuated reducing the supply 
of money and raising its cost During this period we have experienced the Ugb- 
est interest rate or cost of money In our history. There has been a reduction in 
costs of money on the agency martet during the last few months of 1% per 
cent in the cost of money as compared with the highest point. This change In 
costs has caused some reduction In interest rates benefiting the producer. 

During the period of credit stringency, control and uncertainty since the 
summer of 1966 and before, the Farm Credit System, composed of Federal Land 
Banks and Federal Land Bank Associations : Federal Intermediate Credit Bank 
and Production Credit Associations and Banks for Cooperatives have given 
yeoman efforts and service to meet the ever-growing needs of family and other 
part-time and commercial farmers. With l>oth the relaxation in the tight con- 
trols on use, supply and cost of hired money, there has been a growing upward 
demand ranging from 15 to 25 per cent in loan volome with some increase in 
Qumbera of loans. 

Whi e not intended to furnish all of agricultural credit needs, Uiere has oc- 
curred as substantial and increasing share In volume and services. At the mo- 
ment, some 20 percent of short-terra operating credit, some 20 to 25 percent of 
capital outlay and 60 percent of cooperative credit is being advanced to the 
Nation's farmers and their cooperatives through this totally farmer-user-owned 
credit system. 

It is predicted that the $11,4 billion of current loaning may exceed $20 billion 
by 1980, The total amount of outstanding loans to agricoltnre by the E^rm 
Credit System amounts to $14.4 billion of the total of around $S0 bllllrai of farm 
indebtedness. 
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In 1968, tbe Federal Farm Credit Board appointed a atady conunlaslon of 
27 members, half selected from varioua areas of the Farm Credit System and 
half from the agrlcuttural farm organization leadenihlp outside of Farm Credit. 
Their task was to study the present operations and structure of the system, the 
potential future, kinds of agriculture, the evolving of the system, the potential 
future, kinds of agriculture, the erolving needs of the agriculture to be served 
In the foreseeable future and to make recommend atlons which would Insure 
Farm Credit's relevancy and ability to serve the changing credit needs of Amer- 
ican agriculture to the maximum and In the most efSclent fashion. 

It Is especially gratifying to note that National Masler John W. Scott was 
Invited to serve on the Farm Credit Study Commission and made a major con- 
tribution. Tbe longstanding record of Grange leadership in establlshlDg Farm 
Credit System and leading In Its support was recognized by this Invitatlan to 

The Commission recommended the_ following objective for the Farm Credit 
System which was adopted by the Federal Farm Credit Board at the June 
meeting In 1970. bb follows : 

"Recognizing that a prosperous agriculture is essential to a free Nation, it 
Is the objective of the farmer-owned cooperative Farm Credit System to improve 
tbe income and wellbelng of American farmers and ranchers by famishing 
adequate and constructive credit and closely related services to them, there 
cooperatives and selected farm-related business necessary for efficient farm 
operation." 

We commend them — 

This paragraph refers to the Farm Credit Study Commission — 
We commend them for adopting such a far-reaching objective and for bringing 
to the attention of all the following potential goals as a haids for attaining the 
objective. These goals are : 

1. On a Boimd credit basis extend to farmers credit adequate to meet their 
total needs ; 

2. On a sound credit basis provide greater opportunity for competent yoong 
fanners to obtain an adequs te amount of credit ; 

3. Serve the total needs of cooperatives which help meet farmers' snpidy 
marketing and processing needs ; 

4. Provide credit to selected farm-related businesses providing services directly 
to farmers ; 

5. Employ credit standards permitting recognition of management ability and 
earnings potential to maximize availability of credit ; 

6. Assure availability to member borrowers of essential credit related services; 

7. Utilize the most reliable sources of loan funds : 

S. A close cooperative working relationship of farm credit units should be 
encouraged to insure the best quality credit service ; 

fl. Maintain sensitive boards of directors cognisant of a changing agricultural 
economy and aware of Farmer credit needs ; 

10. Fsrm Credit System should develop and promote the strongest possible 
farm credit organization ; 

11. Maintain external communication with others concerned with UnanHng 
American agriculture. 

Presently the entire Farm Credit System ownera and administratlTe people 
are considering all e'ements which should be included in the Omnibus Farm 
Credit Bill to effectuate certain recommendations as well as needs arlabig tnm 
the system over time. 

The challenge as paraphrased from Farm Credit Governor Jaenke's remarks 
to the annual Farm Credit Directors Conference in St. Louis. Ulssonri, In Octo- 
ber 1970. "One of the first requirements Is to update and modernise the baslG 
legislative authorities under which this (Farm Credit) System operates." Among 
the reasons for seeking l^slation — "We have specific and well-documented 
needs for changes in laws affecting all three parts of the System. More flexlbtlit? 
is needed in the Land Bank laws. The farm real estate needs of the 1970a can- 
not be properly met by the statutes of 1916. The Banks for Cooperatives Acts 
need amendments — both in broadening their field of service and in their finan- 
dal structure. Changes are also necessary In the laws to assure that PCA's and 
Credit Banks can provide the complete financial services required by their boi^ 
rowers of the 1970s." . . . '"We have created an awareness of the key Issnes, 
and from this we have an opportunity to forge ahead with onr legislative 
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We urge our Nattonal Master and Executive Committee when the final legis- 
lative Farm Credit OmnlboB measure Is formu'ated to continue the very effectlTe 
Hupport the Grange has given the Farm Credit System from Its Inception. 

The farm credit system has served the needs of agriculture well, over the 
years, in many areas of financial need, but to me, Mr. Chairman, one of the 
most Important attributes Is that it has always been dependable. Farmers have 
been able to depend on the aystem to be ready to serve their needs no matter 
what the Bnancial temperament of the Nation may be. 

We have always relied heavily on the commercial banking institu- 
tions, the small countir banks and other lending institutions and 
we still desperately need their services. However, in times of financial 
stress these institutions are attracted to other investment opportunities 
that can bemore beneficial to their stocitholdera. 

It is therefore most important that the farm credit system be kept 
modem and the authority to make the changes needed be vested wit^ 
the governing boards. 

I was privileged to serve as a member of the commission named 
by the board in 1969 to study agriculture's needs for the 1970s and 
to recommend changes in the present system that would help meet the 
needs. 

S. 1483 has been developed as the legislation needed to enable the 
farm credit system to meet the change in farmers' needs that the com- 
mission highlighted. 

I have studied the bill and endorse it as legislation that is basically 
in accord with the policies of the National Grange. 

A few of the changes made by S. 1483 to properly finance today's 
farmers' needs are : 

1. The elimination of the 65 percent of normal value of agricultural 
lands as the ceiling for loans and the granting of authority to give 
consideration to other security and credit factors as a basis for making 
a loan. This change is important and can be very helpful in enabling 
the system to finance young farmers and thus fulfill a need that is very 
urgent. 

2. The extended authority for the production credit associations to 
finance farm-related business. The Grange is most sincerely concerned 
with the preservation of the family farm concept in agriculture. Many 
small farm operations can be helped by having the services of cus- 
tom' operators for planting, spraying and harvesting available to 
them. We support the section of the bill which provides for this kind 
of financing. 

3. The extension of loan authority for use in rural housing. There 
just is not any doubt that there is a tremendous need for loan funds 
for this purpose. The Grange cannot in clear conscience oppose this 
feature of the legislation but we do insist that the authonty not be 
used to the detriment of the system's ability to perform its primary 
function, to "serve the total credit needs of farmers." 

4. Enable the banks for cooperatives to loan to co-ops that have 66% 
percent of their membership with farmers instead of the current 90 
percent restriction. We support this change in order for the banks 
to better serve the modem-day supply co-op that has taken many 
of its rural nonfarm neighbors into memtjership. The 66% percent 
clearly preserves the voting rights of the farmers and will enable 
many co-ops to use the services of "farm credit" without restricting 
their ability to serve their community. 
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5. Authorization for a unified farm credit security. The recent 
success of the system's offering their individual securities at the same 
time seems to make the removal of the prohibition of a unified 
security advisable and thereby grant the management of the banks the 
flexibility of using the most advantageous method of securing needcKl 
funds. 

6. Authority for cooperative loans between the banks of the sys- 
tem and other commercial banks and imancial institutions. This fea- 
ture will serve to improve the availability of credit needs for the 
modern-day farmer. 

The goal of complete repayment of Government capital was reached 
in 1968. The Grange therefore endorses section 517 of S. 1483 as a 
logical step for the completely farmer-owned farm credit system to 
further reduce its dependence upon Government. 

Mr. Chairman, for these and many other reasons the Grange sup- 
ports the passage of S. 1483. We view it as legislation necessary to 
keep a system of self-help farm credit in an up-to-dat«, strong condi- 
tion. The service is as vital today as it was in 1916 and 1933. In be- 
half of Grange members from across the Nation I solicit your support 
for the bill. 

Mr. Chairman, I appreciate the privilege of appearing before you 
and thank you and the committee for your courtesies. 

Senator McGovbrn. TTiank you very much, Mr. Scott, for your 
testimony. 

I note you say the Grange does support the extension of the loan 
authority for use in rural housing. One of the things the other com- 
mittee I serve on is looking at, the committee on Nutrition and Hu- 
man Needs, has been the rural housing problem. It is, as you know, a 
very severe one. 

I take it your membershij) is in sympathy with using some of the 
available credit under agricultural programs to deal with that 
problem ? 

Mr. Scott. Yes, we are, Mr. Chairman. We did say we would hope, 
in fact we insist, that the governing boards of the banks not go over- 
board in this area and keep themselves in condition to furnish the 
total credit needs of farmers. We have discussed this with the gov- 
ernor and members of the farm credit board, and I am sure this is uieir 
intent. 

I had the privilege several years ago of serving on a Farmers Home 
Administration board, and you know better than I do some of the 
restrictions that Farmers Home has in terms of housing. Many times 
we just were not able to help a loan applicant because of restric- 
tions in the law, individuals that everybody on the board would have 
liked to have helped and loans that, in addition would have bene- 
fited agriculture. 

I think this is the situation here. We hope they will use restraint, but 
I do not think it should be prohibited. 

Senator McGovern. Thank you for your testimony. We appre- 
ciate it. 

Mr. Paul Nay is the next witness, 

Mr. Nay is chairman of the Baltimore farm credit board and Jane 
Lew, West Virginia. 
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STATEUEHT OF PATJL NAY, CHAIBHAIT, JABX CBEDIT BOASD OF 
BALTIMOEE, JAITE LEW, W. VA. 

Mr. Nat, Thank you, Mr. Chairman. 

My name is Paul Nay, a dairy farmer from Jane Lew, W. Vft. I am 
diairman of the Farm Credit Board of Baltimore. The farm credit 
banks of Baltimore serve the second farm credit district consistin^of 
Delaware, the District of Columbia, Maryland, Pennsylvania, Vir- 
ginia, West Virginia and Puerto Rico. I also served on the Conmiis- 
sion on Agricultural Credit which did much of the groundwork for 
the preparation of this proposed legislation. 

In operation of our dain' farm I use the services of the West Vir- 
ginia Federal Land Bank Association and the West Virginia Produc- 
tion Credit Association at Clarksburg, W. Va, I am appearing today 
to urge the enactment of the Farm Credit Act of 1971 (S. 1482), and 
would like to direct the major part of my statement to the sections 
permitting the financing of nonf arm rural homes. 

West Virginia is a rural State. Over 60 percent of its total popula- 
tion lives in places of 2,500 and under. It is one of only four States 
which experienced decreases in population between 1960 and 1970 
according to the census. And it had the dubious distinction of leading 
the losers with a decline of 6.2 percent. 

Like many other rural residents, I am concerned with this popula- 
tion shift. This is also the concern of urban residents because people 
who leave rural America migrate to urban areas which already have 
more people than they need, I speak of West Virginia because I am 
more familiar with it, but the trend of country-to-city migration is 
nationwide. 

On September 29, 1969, the President of the United States appointed 
a Task Force on Rural Development, The job of this Task Force was 
to recommend "what might be done in the public and private sectors 
to stimulate rural development." It is commonly accepted that if the 
rural economy could be stimulated and rural areas developed that this 
imbalance in population might be corrected and the tide of population 
flowing to our major metropolitan areas stemmed. 

Mrs. Haven Smith, Chairman, of the President's task force, ex- 
panded on this theme in an address before the National Conference 
of Farm Credit Directors on October 5, 1970. Based on the study the 
ta^ force had undertaken, Mrs. Smith said : 

Rural development la urgently needed to create job opportunities, conunnntty 
services, a tietter quality of living and an improved environment in our small 
cities, towns, and farm commnnities. 

One of the major deterrents to further development of our rural 
communities is a lack of adequate credit for construction of homes in 
these rural areas. The rural housing program of the Farmers Home 
Administration is aimed mainly at low-cost housing for low income 
families. Most banks and building and loan associations usually prefer 
to do the bulk of their financing in more urban communities, having 
the average family who would like to build and live in the rural coun- 
tryside hard preyed to find adequate available financing. TTie enact- 
m«it of this bill will allow the Federal land banks to help fill tiie need 
for financing of these nonfarm rural residences. 
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The Commission on Agricultural Credit considered the problems 
facing rural America at some length. While the commission came up 
with no specific reconunendations on how the entire problem should 
be handled, it did express the hope that the Farm Credit System might 
assist, for example, in financing nonfarm rural homes, rural commu- 
nity needs, and rural cooperative utility systems. It also listed among 
its goals that the System might make credit available for selected 
farm related businesses, which provide services directly to farmers, 
which are necessary for efficient production, processing and marketing 
of farm products, and also recommended a lowering of eligibility 
standards for cooperatives by reducing the required level of farmer 
voting control in the cooperative to 66% percent so that a greater 
numlwr of these farmer-owned businesses could be served by the bulks 
for cooperatives. 

The Fann Credit System loans only in rural America and in the 
year 1970 made loans totaling $12,390,988,567, including more than 
$1 billion in new money, to fanners and farmer-owned cooperatives. 
The purpose of the Farm Credit Systan is to meet the credit needs 
of farmers and their cooperatives. Ajid let me emphasize that we have 
no intention of doing anything that would jeopardize this service to 
farmers. However, the System recognizes it also has a responsibility 
to the rural communities in which it does business and in which ite 
owners live and operate their businesses. 

There are three provisions in this legislation which would make in- 
roads into this field of rural area development. 

The first would enable the Federal land banks to make nonfarm 
rural housing loans. This is an area in which the land banks do have 
experience. Many regular land bank loans involve financing construc- 
tion of rural homes as a part of the farm real estate. The conversion 
to financing nonfarm homes would not be a difficult one for the banks 
to make. And a very real need for this financing exists. 

Tile second would enable production credit associations to make 
loans to farm-related businesses providing on-the-farm services to 
farmers such as custom services for such operations as harvesting, 
spraying, et cetera, which would otherwise require the fanner to equip 
himself to do the work individually. It would also permit financing of 
those facilities used in initial stages of processing or of storage. Again, 
some expertise exists in this area. PCA's are now making loans on the 
kind of equipment and facilities that would be involved. The difference 
would be that more farmers would have access to them without having 
to lay out great amounts of capital whether from savings or credit 
The availability of credit to finance these businesses would not only 
benefit fanners, but would create jobs and encourage business in raxtd. 
communities. 

The third change would permit a greater range of financing for 
cooperatives. More of these farmer-owned businesses could become 
eligible for credit from the banks for cooperatives. 

The development of rural America is not just a rural problem, it is 
a national problem and a very complex one, but the things that can 
readily be done by the banks and associations of the Farm Credit 
System can begin immediately with the enactment of this lemalation. 

Some of our foremost farm economists predict that the crrait needs 
of agriculture willdoublein the decade of the 1970's. The provisitmBOf 
S. 1483, the Farm Credit Act of 1971, are badly needed to enable the 
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Farm Credit System to fulfill its obligation to the credit needs of 
fanners in this period. 

For myself and the farmers in the second district I unre paasaee of 
this bill, S. 1483. 

Mr. Chairman, I would like to add in addition to my printed remarks 
that I am aware there is some difference of opinion on this rural 
housing issue, although an overwhelming majority of our Farm Credit 
people are in support of it, 

I would like to point out that there are two main objections bedng 
raised to the making of rural housing loans. 

The first one is that it might dilute control of the System, In answer 
to this I would say that I do not think it is a problem. In the first place, 
these people are only interested in financing the construction of a home, 
not in controlling a farm credit system. In addition to this, there are 
provisions in the bill for issuing nonvoting stock to these people. 

The second objection that is being raised is that it could mean a 
shortage of funds to finance agricultural production. The tremendous 
increase in the credit needs of agriculture which is predicted in the 
next 10 years — some people think there may just be enough shortage 
of CTiough dollars to finance this. 

If this is true, I feel we will be in a much better position to control 
it if we are doing the financing of rural housing in Farm Credit than 
if some other agency is set up to handle this which would probably 
be drawing their funds in the agency market in direct competition 
with Farm Credit. 

In addition to this testimony, Mr. Chairman, I have filed with the 
clerk a resolution of the Second Farm Credit District Board, signed 
by all members of the board in support of the provisions of this 
lemslation. 

Thank you. 

Senator McCtOvern. Thank you very much, Mr. Kay. We appreciate 
your testimony. 

I am glad to hear you underscore the housing need as you did. I 
think a lot of people are not aware that the major part of the housing 
crisis in this country is in the rural areas. We have had more drama 
and attention given to the urban shim^ but not so much on the very 
bad housing that exists in many of our rural areas. 

I was in your State recently and you have some of the same problems 
we do in dilapidated housing in the rural areas. 

Thank you very much. 

The next witness is L, C. "Clell" Carpenter, vice president of the 
Midcontinent Farmers Association, Columbia, Missouri. 

Mr. Carpenter, it is nice to welcome you back to this committee. 

Please proceed, sir. 

STATEUEKT OF L. C. "CLELL" CARFENTEB, VICE FBESIDEHT, 
HIDCOHTIirEirT FARHEES ASSOCIATION, COLTTUBIA, HO. 

Mr. Carpenter. Thankyou, Mr. Chairman, 

My name is L. C. "Clelf" Carpenter. I appear here today speaking 
for the Midcontinent Farmers Association, with headquarters in 
Columbia, Missouri, and representing a membership of over 152,000 
members in Missouri, Arkansas, Oklwioma, Nebraska, Iowa, Illinois, 
and other adjacent States. For further clarification, membership of 
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the MidcontJnent Farmers Association includes members of the Mis- 
souri Farmers Association in Missouri and, as aforestated, a sizable 
number of members from States that adjoin Missouri. 

Mr. Chairman, we appear before this committee today to urge 
favorable action on S. 1483 which actually replaces the ezistine Farm 
Credit Act and implements new legislation which would mmemize 
and consolidate existing farm credit laws to meet current and future 
rural credit needs. This is accomplished without chaneingthe ezistii^ 
structure of the System and, furthermore, retains wie Farm Credit 
Administration aa an independeait executive a^jency. 

As one who has observed not oni^ the initiation but the development 
of the Farm Credit System, I believe it can well be labeled aa one of 
America's greatest success stories. It exemplifies the honored concept 
of the role of Government as a catalyst in enabling people to do for 
themselves that which they could not otherwise achieve. As a matter 
of fact, the accomplishments of the Farm Credit System has no doubt 
exceeded the fondest expectations of the original designers of this act. 

The Farm Credit System today has made it possible for 405,000 
fanners to share ownership in local Federal land Bank Associations 
through which the purchase of their land and their homes has been 
financed. This System has enabled S25,000 farmers to provide operating 
credit for themselves through local ownership in local production 
credit associations. And furthermore, it has enabled nearly 3,900 
farmer-owned cooperatives representing hundreds of thousands of 
members to finance their operations through the Bank for Cooperatives 
in which these fanner cooperatives share ownership and control. So it 
is indeed an important function. 

The Farm Credit System has been the motivating factor in moving 
lar^ sums of money from the financial centers of this Nation to the 
rural areas for their benefit and constructive development. This has 
been accomplished with virtually no cost to the taxpayer since every 
dollar of the Government "seed money" invested in the 12 Federal 
Land Banks, the 12 Intermediate Credit Banks, and the 13 Banks 
for Cooperatives in the Farm Credit System has been repaid in full. 

Furthermore, farmers have invested $1 billion of tiieir own money 
in their own credit system. In visiting with one of our members recently 
he stated, "I borrow money from myself because I am a part owner 
of the Farm Credit System." 

All of these accomplishments are now behind us, and the immediate 
concern of fanners are the new challenges in a swiftly changing agri- 
culture. As these changes become greater, the problem of developing 
sources of credit adequate to meet the ever mcreasing capital ana 
operating needs of farming becomes more prevalent. 

I notice that comments nave been made regarding the amount of the 
the farm debt and I will not rehash that, but Just to say in the last 
30 years farm debt has increased 30 times. In the past 10 years it has 
more than doubled and it has been pointed out there are estimates it 
will even double again by 1980, which will go up in the $130 billion 
category. So obviously there is ne<^d for us to modernize and update 
the existing system. 

The spiraling demand for farm credit is dramatized by figures 
taken from the USDA Finance Review of December 1970. 
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Total farm debt — real estate and noareal estate — in 1970 amounted 
to $55.4 billion, whereas just 10 years earlier tJie amount was $23.6 
billimi, and in 1950 was $10.7 billion, with only ^.6 billion in 1940. 

In the last 30 years farm debt has increased six times, and in juat 
the last 10 years the demand for farm credit has more than doubled. 
This poses the question of what lies ahead during the next 10 years? 
A^icultural economists of the Federal ReserveSystem estimate that 
the farm debt could increase to as high as $137 billion by 1980. 

When we consider the advancing technology, the trend toward 
greater purchase of farm inputs, the need to achieve greater efficiency 
through substitution of capital for labor, and the possible effects of 
continuing inflation, it becomes obvious that farm credit needs may 
easily more than double in the next 10 years. 

We hear the question posed most frequently, "Who will be the 
farmers of tomorrow?" I nave never heard a clearly defined answer 
to this question, but it invariably leads to another question, "Who will 
provide the financing for this new farm family ?" 

In financial circles it is widely acknowledged that the efforts of all 
lading agencies are now being called upon to attempt to satisfy pres- 
ent farm credit needs. How then can farmers be assured of adequate 
credit in the years ahead ? Obviously all creditors in the agricultural 
field — country banks, city banks, corresponding banks, insurance com- 
panies, individuals, the 1; armers Home Administration, and the Farm 
Credit System must "gear up" to serve the growing credit needs of our 
changing agriculture. 

Because it is owned by farmers and therefore responsive to the 
needs of agriculture, the farm credit system has a definite respon- 
sibility to supply a substantial share of the increased credit needs of 
agriculture. It has demonstrated that it is an effective and responsible 
farm credit "tool"; therefore, the farm credit system merits the full 
support of the Congress in updating their laws and policies to ade- 
quately meet the farm credit needs of agriculture in the years ahead. 

S. 1483 requires no additional expenditure of Grovemraent funds. 
We are not asking for more money. We are asking only that this farm- 
er-owned credit system be granted the authority to do a job that needs 
to be done. 

In general, this proposed legislation will update the existing laws of 
1916, 1923, 1933, 1953 and others eluninating certain portions made 
obsolete by the passage of time. In general, proposals in this act would 
simplify procedures, uni:fy funding operations, provide sharing of 
financed risks, delegate more responsibility to the local level of ad- 
ministration where it can be carried out more efficiently and to other 
provisions which would enable the Farm Credit System to respond 
more effectively to changing credit needs. 

It might interest the committee to know that I have had the privilege 
of working in the farm credit field for some 14 years having served 
in a number of capacities with the Farmers Home Administration and 
its predecessor agencies, and serving approximately 5 years of that 
time as State director of the Farmers Home Administration in the 
Stete of Missouri. Admittedly, in this capacity our responsibility was 
to work with the low-income farmers, but in so doiM: it was incumbent 
upon us to work with ail other credit agencies induding local banks 
and the Farm Credit System. 
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I TtAate this only to point out that I do have some first-hand ex- 
perienc* in the farm credit field and understand some of the com- 
plexities that prevail in meeting the ever increasing demands for 
farm credit needs. 

I recall the time in the late 1930'8 when a $1,500 operating loan was 
considered a large loan. And in the early period of the Tenant Pur- 
chase Act the "Tarver amendment" limited farm ownership loans in 
certain counties to a maximum of $5,000 to $10,000 in total. Admit- 
tedly, corrective action has been taken to update the policies of this 
organization, but I quote these figures only for the purpose of show- 
ing the astronomically increased need for farm credit in which farm 
economists have estimated that a family farm by 1980 will require 
a minimum of $250,000 to $500,000 of capital depending on the par- 
ticular farm type. 

Mr. Chairman, there is 110 pagesof this bill and I shall not attempt 
to go into the details other than to make a few comments on each 
title if I might do so. 

Senator Allek ( now presiding) . Yes, sir. 

TITtB I — ^TEDEBAL LAND BANKS AND ABBOCIATIOirS 

Mr. Carpenter. This legislation would remove the restriction which 
now limits Federal land bank loans to 65 percent of a farm's appraised 
value. (This provision is equally as outdated as the aforementioned 
Tarver amendment.) The managerial and farming ability of the bor- 
rower coupled with the earning capacity of the farm is far more im- 
port than the appraised value. This change will be of great assistance 
to young farmers struggling to acquire adequate financing for an 
economic farm unit. 

New authority is granted the land banks for long-term mortgage 
loans for housing in rural areas. 

Authority to make loans to persons providing custom services to 
farmers is highly desirable in order that greater use can be made of 
costly equipment thereby reducing the cost as well as the operating ex- 
[>ense to the fanner. 

Authority is granted to provide financial service to assist in estate 
planning, farm transfers, record keeping and farm management. 



Intermediate credit banks would be authorized to participate with 
Production Credit Associations on larger loans for rural housing, loans 
to finance farm related businesses such as custom sprayers or custom 
harvesters which would enable farmers to avoid huge investments in 
machinery and contribute to greater overall eflSciency in agriculture. 

Production Credit Associations also would be permitted to provide 
financing for related services such as tax assistance and electronic farm 
record keeping. 

Authority also would be granted to the Production Credit Associa- 
tion to participate with commercial banks in loans to farmers. We 
think that is highly important, commercial banks are importiuit but 
so is the farm credit system. 
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TITLE m — BANKS FOR COOPERATlVEa 

We commend the provisions of this act which will permit the banks 
for cooperatives to serve a wider segment of the credit needs of farmer 
cooperatives by allowing greater flexibility in eligibility requirwnents 
of borrowers which would permit district banks to make loans to 
cooperatives in which at least 66% percent of the voting control is held 
by farmers. 

May I just hesitate a minute to point out that that is a dire need and 
1 point out where it is. We have a little difficult in membership. I 
represent a cooperative, also — in that our old loyal members who 
hdped to establish and cut the bricks and concrete and steel into these 
installations now maybe retired and moved to the city, but they may 
still own a farm. There is a question of understanding existing inter- 
pretation, whether or not they can qualify as members. We qualify 
them as an associate and not as voting members. This would pemut 
them to serve and continue to be members. 

Further improvement would be made by raising the maximum au- 
thorized net worth ratio on debwitures issued by the banks. 

May I point out again that there is increased need for credit for 
farmers themselves but there also is increased need for credit for 
cooperatives, and in doing this this would permit this higher ratio. 
Of course, they advocate l-to-20 where it is now l-to-8, and would not 
require the cooperatives to shoulder as much of that burden and to be 
able to better expand and to render theirservice. 

In view of the demonstrated effectiveness of the farmer cooperatives 
in enabling fanners to work together to achieve upgraded services 
and improve family income, any feasible means of expanding the 
supply of credit for farmer cooperatives deserves support. 

In conclusion, Mr. Chairman, we in MFA reaffirm our position that 
the farm credit system must continue to set the example for the extwi- 
sion of sympathetic and understanding credit to the farmers of the 
Nation. 

The delegates to our annual convention on August 17, 1&70 called 
attention by a resolutim to the fact that farmers continue to need 
larger amounts of credit. Specifically referring to Federal land banks, 
production credit, et cetera, the delegates to that convaition resolved: 

"We urge these agencies to increase their efforts to meet farmers' 
credit needs." 

I will not refer to our annual convention resolution, but it also 
encourages MFA to increase their efforts. 

As a final observation, we call attention to this committee that there 
is currently widespread and increasing concern relative to rural com- 
munity development. We submit that adequate financing of the basic 
industry — agriculture — in rural America is a cornerstone in rural 
community development. Farmers adequately financed purchase serv- 
ices and equipment, thereby providing support for industry and busi- 
ness. Adequately financed farmers build homes and improve farm- 
steads and in so doing upgrade the local tax base. Fanners with ade- 
quate finances produce f(K>d and fiber, sales of which contribute to 
tne economic growth of the Nation. 

Adequately financed farmers are community developers. A healthy 
agriculture means a healthy Nation. We as farmers pledge to do our 
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Eart for our communities and for our Nation but wiU need this typo of 
igislation to provide the capital and financing to accomplish these 
desirable goals. 

Thank you very much, Mr. Chairman. 

Senator Allen. Thank you very much, Mr. Carpenter. We ap- 
preciate your testimony and it will be considered by the subcommittee 
and the full committee. 

Mr. Carpenter. Thank you, Senator Allen. 

Senator Allen. Mr. Fine, please. Mr. Golden F. Fine, of the Federal 
Farm Credit Board, Yuba City, Calif, is our next witness. 

STAIEUENT OF GOIJ>EN F. FINE, VICE CFATHWATT, FASH CKEDIT 
BOABS OF BERKELEY, TUBA CITT, CAUF. 

Mr. Fine. Mr. Chairman, my name is Golden F. Fine frcwn Tuba 
City, Calif. I am a farmer. I raise walnuts and prunes. My avocation is 
farm credit. 

First of all, I appreciate this committee's courtesy in permitting me 
to testify at this hearing. My qualifications to testify on farm credit 
are listed below : 

1. I have been aflSliated with the cooperative farm credit system in 
various capacities since February 193^ — 10 years aa an emjuoyee of 
the Federal Land Bank of Berkeley. 

2. From 1946 to 1952 I served as an elected member of the Farm 
Credit Board of Berkeley, 

3. I have been a borrower from two Federal land bank associations 
in California. 

4. In 1953 I was appointed to the Federal Farm Credit Board, serv- 
ing as chairman in 1955. My Federal Farm Credit Board terra expired 
in 1959. 

5. Reelected to the Farm Credit Board of Berkeley in 1961 by the 
Federal land bank associations, I still serve on that board and, as of 
now, I am Vice Chairman. 

6. On three previous occa^ons I have presented testimony before 
the committee. 

7. I am a member-borrower of the Federal Land Bank Association 
of Cuba City, Calif., at present. 

My testimony reflects not only my own pers<xial opinions based 
on more than 38 years of continuous association with the farm credit 
system ; but also represents the view of the Federal Land Bank Stock- 
holders' Committee and the Production Credit Associations of the 
Berkeley district on the basic issues involved, and fundamentally re- 
flects the policies of the board of directors of the Farm Credit Banks 
of Berkeley. 

I have prepared a rather detailed statement which it would be pro- 
sumptuous on my part to think should be read. But there are a few 
parts of this statement, Senator, that I would like to take time to call 
to the committee's attention. 

Senator Allen. All right, sir, if you would. 

Mr. Fine. There has been a good deal of discussicm before the cwn- 
mittee. I have had a chance to look over some of the statements of 
previous witnesses. Much emphasis has been placed on rural houfflnx. 

The farm credit people in the Berkeley district recognize then is 
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a need for rural hou^g. The question we raise is how mach of this 
should be p laced — ^the reeponsibility placed in the Federal land bonk 
system. We would hope that your committee, in making its final de- 
cision, would limit the total amount of funds that could be used for 
rural housing. For example, perhaps not more than 10 percent of 
the total volume of loans made in any farm credit district. We prefer 
that this not be left to the Farm Credit Administration to draft rules 
and regulations. Kather, w© think the Congress should specify the 
certain amount, because our primary job is to extend credit to farmers, 
and our record over some 54 years in the land bank is a creditable oob. 
We would not want to see the funds lacking for productiwi purposes. 

It seems to us that if this committee is going to recommend that tie 
Federal land bank system take on — and uie production credit associ- 
ations as well — take on rural housing that they recognize that there 
be a limitation. The Job is being very well done, at least in our five 
States by the Farmers Home Administration, and we would suj^;ert: 
that you consider expanding the activities of the FarmMS Home Ad- 
ministration in this field. 

For example, last year the 12 Federal land banks loaned slightlj 
more than $1 billion. Farmers Home Administration extended credit 
$1.4 billion, nearly 40 percent more. A very substantial amount of 
those funds that were advanced were for rural housing. 

One of their official estimat«s is that there is a need for $7 billion 
of funds to be made available for rural housing. 

We do not oppose doing our part, but we think our job, and Ctai- 
gress has so told us over the years, is to furnish a dep^dable source 
of credit both during good times and bad for farmers and ranchers, 
and this is the position we have taken. 

Senator Allen. In other words, you are not so interested in sedng 
the Federal land banks empowered to make loans on rural housing; 
is that right? 

Mr. Fine. We think, if your committee decides that we should do 
this, of course we will do it. But we think there should be a limitaticAi 
so that there are funds available without question, not only for farmers 
and ranchers, but for the cooperatives who use our system. We think 
there is another source of funds which are already being used and 
that is the Farmers Home Administration, 

In our district we think they are doing a real good jch. 

Senator Aixen. You are not suggesting that there is not need fca: 
additional credit for that purpose. You feel that another credit agency 
could de a better job, possibly, is that right ? 

Mr. Fine. We think that the Farmere Hcune Administration, at 
least in our district, is already doing a commendable job, and we would 
do our part. We simply want to be assured that with the expanding 
need for agricultural capital which has been mentioned before tius 
committee many, many times, that our farmers will not be deprived 
of the necessary funds, and our cooperatives, to transact their 



Senator Allen. In other words, more funds need to be pumped into 
Farmers Home for that purpose rather than to extend the fccUities 
and reeources of Federal land banks by requiring them to go into the 
field of rural housing? 
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Mr. Fine. Yes, sir. For example, in Modesto, Calif., only recently 
a group of cOTitractors came in with a batch of applicati<His for rural 
housing, nearly 100 at one time. Now, if this should be multiplied 
across the Nation it could develop that the rural housing, the tail 
would be wagging the dog, and I am one of tJiose who believes quite 
strongly that our job is to see to it that we furnish loans for produc- 
tion purposes primarily. 

Senator Allen. It might get to the point, then, where a dispropor- 
tionate amount o£ funiS available would be used for rural housing 
and you would be handicapped in discharging your primary func- 
tion of lending to farmers and ranchers on ^eir property and on 
their operations? 

Mr. Fine. Yes, sir. 

One other item in the bill — and permit me t» say, Sraiator, that 
we are for most of the bill, the majority, perhaps 85 to 90 percent 
of the bill. But there are parts that we think should be changed, 
amendments should be added to give the district farm credit boards 
the responsibility which we have had and should continue to have. 

In the 1953 ^arm Credit Act, Congress urg»d that we become the 
full owners and with this ownership would come more control. Now, 
in this present recodification of the proposed bill, not only are tJie old 
rules continued^some of them established in 1917, renewed in 1933 
and again added in the 1953 act where so many things are done '*8ub- 
j'ect totheapproval of the Farm Credit Administration." 

In my statement I have made several notations from the bill. WitJi 
your permission I would just like to read three of four of them. 

Senator Allen. Yes. 

Mr, Fine. All of the Government capital has been repaid. We own 
the banks. Now, with recodification of all previous farm credit legis- 
lation we would hope your committee and the Congress would draft 
the le^slation so that we have the same kind of superrisi<Mi as the 
national banks do under the Controller of the Currency. 

For example, in the present bill— and in the old bill, some of this 
is not new but some of it is— they say "when authorized by the Farm 
Credit Administration" ; "under regulations of Farm Credit Adminis- 
tration" ; "may be modified from time to time by the Farm Credit 
Administration," "with the approval of the Farm Credit Adminis- 
tration," et cetera. These are quotes from the present bill. We would 
prefer to see the language of the bill amended to such statements as 
follows on page 5 of my statement : 

As may be determined by the board of directors of tbe bank, snbject to tbe 
approval of tbe Farm Credit Administration. 

Under standards prescril>ed by tbe bank and approved by Farm Credit 
Administration. 

As may be determined to be feasible by the board of directors of each district 
bank under regulation of Farm Credit AdministratiOD. 

Upon recommendation of the district boerd, the governor shall have power. 

When requested by the district board, the governor may — 

And so on. 

This is a philosophy that we think, as the owners of the system and 
the direct elected representatives, we should have more to say on all 
of these restrictions, or at least as many as possible, should be 
eliminated. 

Senator Allen. In other words, if I understand you correctly, you 
feel that a function of the Farm Credit Administration would be to 
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serve the banks and the asBociations in somewhat a similar capacity to 
the FDIC or the Comptroller of the Currency with respect to State 
and National banks ; that would be your thought ? 

Mr. Fine. Yes, supervision along those lines, eliminating insofar as 
possible the decisionmaking at the Washington level on operations 
and management. 

For example, Senator, on page 3 of the bill under the Land Bank 
Associations, it says: 



This in our opinion is an operating and management problem. For 
example, we already have an office in Himolulu for our land banks. 
We make land bank loans in the Hawaiian Islands. We have a branch 
office of our cooperative bank in the Los Angeles area. We did not ask 
Farm Credit for this and it is not in the present law so far as I know. 
But here it is injected. We think these things, insofar as possible, 
should be removed. 

Senator Alu:n. That is a management decision rather than a super- 
visory decision ? 

Mr. Fine. Yes. 

On page 5 — and I only have three or four of t^ese I would like to 
go over with you. 

Under item 13, "Approve the salary scale of the officers and em- 
ployees of the Federal Land Bank Associations and the appointment 
and compensation of the chief executive officer thereof and supervise 
the exercise by such associations of the functions vested in or delegated 
to them." This is under the land bank section. 

We do not think our own Federal land bank directors should have 
the authority to approve the appointment of a manager. We think 
the local board of directors should select their manager and have full 
authority to hire him and fire him. But they will consult with our bank 
people. The will ask for guidance. 

lAter in the bill there is a new thing introduced here that we do not 
accept, and my good and long-time friend, Albert S. Goss, former 
master of the National Grange, used to say — when he was our Land 
Bank Commissioner : 



When I ain gone I hope ;ou will carry this [Allosaphr forme. 

In the early drafts of this bill, Senator, there was a provision written 
into the bill that the Giovemor of the Farm Credit Administration 
would have authority to remove a president of one of our banks. Down 
in your district, Bob Darr, or any of the 37 bank presidents could have 
been removed. But a loud prot^ went up from the field and it was 
taken out of the later drafts. 

Now, in the fourth draft here is a provision that the Governor 
would have authority to approve the appomtment, which in my opinion 
is even worse than the authority to remove, because there is inherent 
dangers that by refusing the appointment the Governor could, within 
one year, have one president of all of our tiiree banks, the land btrnk, 
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the intermediate credit bank and the cooperative b&nk. We think that 
this is a responsibility of the district board to hire our Presidents and 
this is a management problem. We will consult with the Governor, 
of course, and should. But we would like to see that "appointment" 
part removed from the text of the bill. 

Someone mentioned earlier about the loan standards 

Senator Allen. Isn't it pretty hard, sometimes, though, to draw a 
well-defined line between management and supervision, and doesnt 
supervision spill over into management and possibly management over 
into supervision? As I understand your suggesticm, leave to the local 
organizations management decision and to the Farm Credit Adminis- 
tration supervision decisions and policies. But iait it pretty hard to 
draw a definite well-marked line separating the two ? 

Mr. Fine. Indeed. 

Senator ALLiaj-. I notice in some cases you are suggesting more 
supervisory authority for the Farm Credit Administrati<Hi. 

Mr. Fine. We welcome supervision and we welcome examination of 
management. 

Senator Allen, Les8 of management ? 

Mr, Fine. Less of decision making in Washington so far as the 
operation of our banks. We think we nave a compeiteiiit staff, we hire 
them, we tiiink our boards are capable people. We would want to 
continue the present practice of employing all personnel because we 
now have that authority so far as our land bank presidraits are 
concerned. 

Senator Allen. On balance would you say that the bill furnishes a 
better credit appartus for the farmer or those engaged in agribusiness 
than is now being furnished ? 

Mr. Fine. Yes. 

Senator Allen. In other words, on balance you would reccHiunend 
the bill with certain changes and improvemuits as regards manage- 
ment and supervision? 

Mr. Fine. Yes, sir, we are in support of most of the bill, but Kke 
most legislation, there are some compromises, some chajiges, some 
adjustments, and we are not willing to take the bill in its entirety as 
drafted at present. 

For example, Senator, the land banks have been in business now for 
54 years. On page 9 of the bill under section 1.9, Security, and I will 
read this from the bill : 

Loans by tbe Federal Land Banks Bhall be secured prlmarUj b; interest In 
mml real estate, tbe ralue of wbicb be determined by am^ralsal under appraisal 
standards preacrit>ed or approved b; the Farm Credit Administration, to ade- 
quately secure the loan. 

Now, after 54 years we tliink that the rules and regulations witii 
respect to the appraisals on real estate, that we should have a voice 
in them just as production credit associations have had since 1933. 
For example, the production credit law says in effect that loons shall 
be made under niles and r^ulations established by tie district board 
subject to the approval of- the Farm Credit Administration. In this 
bill the Farm (>edit Administration is asking for more authority. I 
(Jiink the time has come when we should modernize the Federal land 
bank lending, let us cateh up with the production credit assocuaticHis 
that have hE^ a successful lending history since 1933, and let us adopt 
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the rules and regulations under which loans can be made subject to 
supervisory authority. This is not in the bill. We are not getting that 
improvement which I would hope that the committees would consider 
when they get down to the final drafting. 

Modernize us to the same extent that we have the freedom of action 
that the production credit associations have now had for some 38 years, 
since 1933. 

There are other parts of the bill, Senator — and I know you have 
many witnesses — that I would like to discuss with you, I filed a rather 
detailed statement. It represents my own efforts. I do not have a ghost 
writer or secretary, it represents sitting down at the desk and drafting 
this statement when I came in from the field. 

I would like to make a statement about the joint security by the 
Federal credit system, which is one of the three things I feel should 
be called to the committee's attention. 

We do not object and would go along with this matter of introducing 
a joint farm credit security, but where we will drag our heels is in the 
jomt liability of these banks. This bill would grant authority to inter- 
mingle the liabilities of the land banks, the production credit associa- 
tions and the co-op banks. The liability would be based, from my 
reading of the bill, those who have the most ability to pay would have 
to pay more if there are losses. 

We do not think inefficiency or incompetency should be rewarded 
by asking those who have run the good bank and having taken mini- 
mum losses to pick up these other losses. 

Our recommendation to you would be that this be not included in 
the bill, particularly the joint liability feature. Rather, it should be 
referred back to the 37 farm credit bank presidents, and let them come 
into the district boards with some recommendations, because this has 
not been considered in any detail or any study made of this particular 
provision. It may have merit, but our Itnowledge of it is that a single 
issuance of farm credit security is OK, but when you g^ down to 
saying that the land bank is responsible for the credit banks or PCA 
loans, or Co-op loans, then we think more study should be given before 
this becomes law. 

Senator, from my comments you can see, I believe, and from my 
statement, generally we are in favor of the bill with some changes and 
some amendments. 

Senator Altjin. Yes, sir. 

Well, now, the suggested amendments are embodied in the statement? 

Mr. Fine. Yes, sir. 

Senator Allen. Mr. Fine, Senator McGovem had to leave the com- 
mittee session and asked that I preside during his abs^ice. He had 
prepared several questions to propound to you. Several of thran you 
have already commented on, but I would, in fairness to Senator 
McGovem, like to pose these questions to you and have your answers 
incorporated as part of your testimony. 

You state that the passage of this bill in its present form will result 
in a greater centralization of power over the system in the Farm Credit 
Administration, He asked that you restate what you view is the proper 
function of the Farm Credit Administration. I believe you pr^ty 
well covered that in colloquy you and I have had on it. 
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Would you care to add anything to what you have already saidK 

Mr. Fine. I have a statement on supervision with me, Senator, in 
my brief case, which I did not include in my statement. It represents 
the view of our district board and our general counsel with respect to 
supervision. It is a very clear-cut statement, and with that statement 
I M;ree 100 percent. 

Senator Axlen. Very well, suppose you get that and give it to the 
reporter after you conclude the testimony. 

Mr. Fine. Thank you, 

(The statement is as follows:) 



The Btipervlsor; powers tbat Farm Credit AdmfnlBtration has means the 
power to examine the banka, to see that the operations are being condncted in 
accordance with law ; and to make whatever rules and regulations are necessary 
for the efficient execution oC the provisions tliat are set out In the various Statutes. 

Supervisory power is the establishment of guidelines and limitations within 
which the banks and their administrators can operate, to give these banks a 
sense of direction; but the majority of the day-to-day functions of the banks 
should not he subject to either prior or subsequent FCA approval. The super- 
visor abould operate merely In tbe position of a legal safeguard to assure proper 
functioning. I think one of the importa.nt things to keep In mind when you go 
through these statutes Is this : that as long as the hanks are given power to 
perform an act. and then that act is circumscribed by sometblug such as "pursu- 
ant to the rules and regulations of the Farm Credit Administration," or "subject 
to the approval of tbe Farm Credit Administration," then the ultimate power 
over the action that's auithorized rests with the regulation-writer or with the 
Farm Credit Administration, whose prior or post approval Is required ; so, as 
long as you have a benevolent dictator, you're O.K., but no one can ever be sure 
what the situation Is going to be. I tWnk we all agree that the law shouldn't 
require Farm Credit Administration approval over actions wUch are purely and 
basically management and operating decisions — and there are plenty of those 
In this new 1971 Act ; things like eatabllshlng branch offices, entitles for services 
of mutual Interest to several banks or districts, and the appointment of bank 
officers. 

With respect to the supervisory powers of the Federal Board . . . the Federal 
Board should establish policy only for the guidance of the Farm Credit Adminis- 
tration in the conduct of its supervisory functions as set forth In the existing 
law — and this power should not be extended to cover the establishment of policy 
by the Federal Board for the entire Farm Credit System, including the banks 
and the associations. This entire 1971 Act should be reexamined with speclBl 
attention to "approvals" and "subject to rules and regulations" to see If there 
cannot be some relaxation after fifty years of successful operation so that more 
real operating power can be put in the banks and less in the supervisory agency — 
the Farm Credit Administration. 

Senator Allen. Now, wou'd it be fair to summarize your view as 
the proper function of the Farm Credit Administration as examina- 
tion and regulation of the banks and associations f 

Mr. Fine. Well, even more than that, Senator, the supervision and 
consultation with the district boards so that we are all working in the 
same direction. The bill has a proposal that one member from each 
district board will be appointed as a committee to work with the 
Federal Farm Credit Board, but the bill states in the beginning, 
"with the approval of the Farm Credit Administration" we can do 
that. We would like to see that deleted so that we can have this com- 
mittee. I say this because the Federal Reserve Banks have had just 
such a committee for many, many years. One member elected or 
appointed by each of the twelve federal Reserve Banks that meet 
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with the Board of Grovemora of the Federal Reseire System twice ea<A 

This is what we would like to have in the bill, but we think that this 
committee should not be created only if Farm Credit Administration 
thinks it advisable. We think the committee should be created and 
then act as a group that carries the messages from each of the dis- 
trict boards and establishes a line of communication with the Federal 
Farm Credit Board just as one individual does for each of the twelve 
Federal Reserve Banks in our Nation. 

Senator Axjjin, Yes. 

Mr. FiNB. Thus we would hope that we would have Oie privilege of 
establishing this committee to work with the Federal Farm Credit 
Board. 

Senator At.t.rk , Now, what measure of public responsibility do you 
believe the banks and associations have when there is no Government 
capital invested in themi Now, this would not change the degree of 
public responsibility that the banks and associations have, would it, 
the fact there is no Government capital invested in them ? 

Mr. Fine. No; I feel we are always going to have to be supervised 
just as the national banks are supervised. Just because we retire the 
Government capita] we should not feel we are free of some supervision. 
We are an agency in the executive branch of the Government. But we 
feel that the decisions with respect to the operations, the management 
of the banks as prescribed in our bylaws which say in effect that the 
affairs of each o£ these 37 banks are under the direction and contrrf 
of the board of directors subject to Farm Credit Administration ap- 
prove. We welcome this supervision and we would welcome »n op- 
portunity to work closer with the Federal Farm Credit Board. 

I served on that Board, Senator, 6 years, and I was Chairman of 
the Board. We always welcomed this line of communication with the 
district boards. 

Senator Aixen. Well, now, Senator Bellmon, who is unable to be 
present this morning, indicated earlier in these hearings that he has 
personal knowledge that some of the production credit associaticHis in 
his home State of Oklahoma are not responsive to the credit needs of 
some credit-worthy farmers. Do you believe that a production credit 
association should be allowed to establish lending policies which sys- 
tematically exclude a certain type of agricultural producer? 

Mr. Fine. I certainly do not. The rules under which we operate, 
present law, says that the rules and r^ulations under which produc- 
tion credit association loans shall be made would be prepared by the 
district board with Washington approval. I think it woidd be indeed 
unfortunate if any production credit association or any Federal land 
bank association thought they should not accept the supervision from 
the district bank and make these loans as the law provides. 

There are some instances where you may run into a board of a PCA 
or land bank board that does not want to do it, but so far, with the 
proper persuasion from the presidents of our banks and consultatiui 
with the district board, we have experienced no difficulty in our district. 

Senator Allen. Senator Bellmon also expressed doubt that the 
Farm Credit Administration has sufficient authority under ppEsent 
law to effect any correction in such situations, and further indicated 
that his study of this proposed bill convinced him that it would not 
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improre this. Would yon afree that the Congress in chart«riii£ ^lese 
banka and associations has the dutv to provide the supervisory ageni? 
with sufficient authority to assure tnat they are fulfilling thur intaided ■ 
purpose? 

Mr. Fine. Indeed, Senator, I am a little surprised to hear that the 
Senator has this information, beca.use the law now states that the GrOv- 
emor of the Farm Credit Administration has authority in such a edtu- 
ation not only to remove the manager but to remove the board of di- 
rectors of that local production crwiit association. Already sufficient 
authority exists. 

But to go out and rwnov© a manager and a board of directors is taie 
thing. We feel it can best be done by persuasion and talking to these 
people reasonably to get them to go along. I know of an instance where 
the former Governor did r«nove — and I am quite sure of my facts — 
the manager of a production credit association in the Midwest, also the 
board of directors. What did they do? About a week later the stock- 
holders had a meeting and reelected the same board and same manager. 
All they created was ill willj bad feelings. 

We think this sort of a situation can best be worked out, sometimes 
even if it takes attrition and waiting a while. We prefer to do it by 
what we call "friendly persuasion." 

Senator Allen. Senator McGrovem states that he is unable to visu- 
alize how the Farm Credit Administration could assure the Congress, 
as a representative of the public interest, that these banks and associ- 
ations are adequately discharging their functions as suppliers of credit 
to all credit-worthy individuals eligible to borrow if its role is re- 
stricted to that of regulation and examination. Perhaps you could help 
at this point. 

Mr. Fine, Under the present law and the proposed bill there is suffi- 
cient authority to see to it that we do the job, that we do furnish credit 
on a sound basis as was indicated irt" aprevious witness. We just would 
not permit an association to witiihold credit, at least in our district. 
Whether or not we are extending our share of the volume — fbr ex- 
ample, in Fresno, Calif., which is the Nation's No. 1 a^culturaj 
county in gross agricultural income, our land bank association in that 
county is recording over 60 percent o£ all the mortgages. This is in 
competition with insurance companies and commercial banks. 

I would emphasize the fact all credit-worthv borrowers, at least in 
our district, are not only given complete consideration, we are solicit- 
ous and try to develop all the new business we can. I cannot speak tor 
the other districts. 

Senator Allen. You speak, then, for your own district, and you do 
not know the views of the other districts there ? 

Mr. Fine. I think the record speaks for itself, Senator, that the land 
bank system, the 12 banks closed $1 billion in 1970, we have outstand- 
ing on the books in the 12 land banks, in round figures, $7 billion. Our 
production credit associations and our co-op banks are doing a com- 
mendable job. Their volume increases. We try to reach more people. 

I would hope that we are doing a creditable Job and if we are not 
we welcome the directors of the land bank service and the Federal 
Board members to counsel with us and tell us and help us tArdo a 
better job. 

Senator Allen. We had a witness before l^e wanmittee earlier 
who is president of the National Federation of Federal Land Bank 
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Associations, Mr. Buker, I believa He supported the bill. Now, he 
represents owners of the land bank system; are you familiar snth 
that? 

Mr. Fine. Yes, I am quite familiar with the organization. It repre- 
sents four or five of the Federal land bank districts. We have only one 
man from our five States who — one association of our 34 which are 
members of the federation, and he is on their executive ccwomittee. 
I do not feel that the national federation speaks for the Federal Land 
Bank Associations nationally, because the membership is small and 
they represent only four or five districts. In other districts they do 
not have representetion at all. 

Senator Allen. Now, I believe, also, we had a witness frxHn the 
National Federal Land Bank Association's Advisory Committee; 
are you familiar with that oi^anization ? 

Mr. Fine. Indeed. 

Senator Allen. He indicated that the advisory committee was and 
is a direct communication link with the owners of the system, and 
he supported the bill. 

Mr. Fine. They are. 

We are in general support of the bill, Senator. There are just a 
few things — one would get the impression from the hearings that 
everybody wants to make rural housing loans, that all the land banks — 
I would call to your attention that in the Omaha District where there 
are 53,000 Federal land bank members, and in Senator McGovem's 
State — and I wanted to mention this to the Senator — where there are 
13,000 land bank loans, give a few either way, that the Federal Land 
Bank Stockholders' Committee who are elected members by directors 
of these local associations, met only 2 weeks ago in Omaha and by a 
vote of H to zero they were opposed to the Fe^ral land bank getting 
into the rural housing loans as the bill is written. Now, those 13,000 
farmer members in Senator McGovem's State, their views and those 
of the 53,000 land bank members in the Omaha District have been 



This thing is not unanimous. Tliere is divided opinion. But in my 
viewpoint in the Berkeley District, we are willing to do our part, 
but we would like the Congress to, in some way, put a restriction 
into the total amount of loans that could be placed into this rural 
housing category, because we were established, we operate 

Senator Allen. You mean total amount for each individual asso- 
ciation in terms of a percentage of assets, something of that sort? 

Mr, Fine. Or the total amount of business. You fmks could work 
that out. 

But we just feel that if we were obligated to take on say 50 percent 
of the total rural housing 'cans, which would amount to $500 million 
a year, it may cripple us from the standpoint of furnishing produc- 
tion credit or money for long-term mortgages or for the co-ops. 

Senator Allen. Well, now, if that was permitted to the Federal 
land banks wou'd you not still have some discretion as to how you 
employed your funds? Does the bill make it mandatory that you 
enter that field? 

Mr. Fine. No, sir; it would be under rules and regulations estab- 
lished by the Farm Credit Administration in Washington. We are 
concerned that pressures might be exerted by some of these who are 
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very anxious to push forward on the niml housing loans and infflst 
that the rules and remilabiona tliat might be very fair — and we would 
expect them to be — ^tnej might say not 10 percent, we want you to do 
25 percent of the business. We think these adjustments can lie worked 
out in the bill. 

Fundamentally we support the bill, but we hope your cwrunittee 
will take into consideration some of the recommendations that the 
Berkeley District is making and we know that the Houst<»i Farm 
Credit District feels as we do on most of these fundamemtalfi. 

Senat^M* Allen. Thank you very much. 

Mr, Fine, I am sure your recommendations will be given carefni 
study. 

Mr. Fine. Thank you, sir. 

Senator Allen. Your prepared statement will be inserted in the 
record at this point, 

Mr. Fine, Thank you, Mr. Chairman. 

(The prepared statement of Mr. Fine is as follows:) 

Mr. Chairman and gentlemen, m; name Is Qolden F. Pine, 483 Barry Road, 
Taba City, California. I am a farmer. I raise walnuta and prunes. H7 KTOcaUoo 
is Farm Credit 

First of all. I appreciate this committee's courtesy in permitting me to testify 
at tHU hearing. My imallflcatloiie to testify on Farm Credit are Hated below : 

1. I liave been affiliated with the cooperative Farm Credit System In varioos 
eapanltles since February 1933 — ten (10) years as an empl<9ee of the 
Federal Land Bank of Berkeley. 

2. From 1946-1952 I served aa an elected member of the Farm Credit Board 
of Berkeley. 

3. 'I have been a borrower from two (2) Federal land bank associations in 

Oalifomia. 

4. In 10S3 I wa^ appointed to the Federal Farm Credit Board, serving aa 
chairman In 1955. My Federal Farm Credit Board term ezfrired in 1060. 

5. He-elected to the Farm Credit Board of Berkeley In 1901 by the Federal 
land bank associations, I still serve <«i that board and, as of now, I am 
Vice Chairman. 

6. On three (3) prevlons occa^ons I have presented testimony before the 
committee. 

7. I am a member-borrower of the Federal Land Bank Association at Tnba 
Oity, California, at present. 

My testimony reflects not only my own personal opinions based on. more than 
tbirty-eigbt (38) years of continuous assocdatlon with the Farm Credit System; 
but also represents the view of the land bank Stockholders' Conunlttee and the 
production credit associations of the Berkeley district on the basic issues in- 
volved and fundamentally reflects the policies of the board of directors of tlie 
Farm Credit Banks of Berkeley. 

Much of the proposed legislation should be supported. I am sure it wonld be 
supported if there were time for grass roots invo'vement to resolve oMtaIn ftmda- 
mental Issues by the farmers and ranchers wbo are the owners of the System. 

There has been much emphasis placed on the grass roots involvement In devel- 
oping this legislation. I^et's look at the facts. The actual drafting of the legisla- 
tion was done In the Farm Credit Administration beadguarters in Washington. 
To my knowledge, no district board, production credit association, or land bank 
association, or user of the Bank for Cooperatives was even consulted. 

After the first draft was completed In its entirety, without consoltation from 
the field, we were then asked to give our views in, what I considered, hurried 
meetings. Less than one and one-half days were allowed to go through a diaft 
of eighty-five (85) typewritten pages of a bill with many legal tectinlcalltleB. 
The meetings held In Washington were attended by only a handful of the direc- 
tors in the System. For example, only eleven (11) Federal land bank aaaoda- 
tlon men represented the National Advisory Committee and the same tbtng 
applied to the production credit assoclatfons' National Advisory Committee. OBI7 
twelve (12) Pann OrecUt district board members were involved. 'St\a is a total 
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of tbtrtj-four (34) farmer-members who BUppoaedly represented the grasB roota 
viewpoint of the approximately nine hundred tbousand (800,000) nsen ot onr 
Fann Credit Sy stein. 

Not a single meeting waa heM In any of the twelve (12) Farm Credit districts. 
How can you expect to get the grass roots viewpoints unless the problem ia talcm 
to the field where district meetings i^ould be held so that there might be an 
exchangee of viewpoints, questions asked, and deletions and additions made to 
the proposed legislation. 

As late as March 19T1 neither the Federal land bank association or produc- 
tion credit association directors in the Berkeley district had seen a copy of the 
bill. The only copy of th^ blli they have seen to date is the revised draft IV ver- 
sion of the bill which I held up for public display at regional conferences of 
Federal land bank association directors in Phoenix, Arizona, and Monterey, 
OaUfomia. in March 19T1. 

There la stlU plenty of time in 1971 to hold several meetings in the twelve (12) 
Farm Credit districta to determine tf the farmer-owners will support this pro- 
posed bill. I would recommend that your committee delay taking action until snch 
field meetings are held so that the Farm Credit Act of 1971 in its final form 
represents legislation that is In tbe best interests of the farmers and randieffs 
of America. 

Much of the disagreement in connection wltb tbis bill is the matter of the 
Federal land banks getting into tbe business of making rural bousing loons. 
There seems to be gemeral agreement tbat more rural houses are needed but 
the question Is who should do the lending? 

A recent news article written by Bernard Brenner, United Press International 
Farm Editor, stated : 

"The NiXMi Administration is dragging Its heels In acUvatli^ a new Congres- 
sional policy of expanding insured rural housing credit into medium sited towns, 
tbe National Rural Housing Coalition ciiarges . . . 

"Under previous law, rural housing loans Insured by tbe Agriculture Depart- 
ment's Farmers Home Administration (FHA) could be made only for homes in 
the open country or in rural towns of up to 6,500 population. Under tbe new 
amendment, loans can now be made In rural towns of up to 10,000 population." 

Farmers Home Administration officials ^a; there are about seven bnndred 
(700) towns falling in the 5.500 to 10,000 siee class. Would the Federal land 
banks by regulation be required to make rural housing loans In these areas? 
Again quoting the U.P.I, release : 

"Tbe Farmers Home Administration rural housing credit program will amount 
in the current fiscal year to $1,420 billlMi, almost all in private funds backed by 
Government guarantees . , . Attentions already on hand from residents of 
places under 5.500 are more than enongh to cover funds available ia tbe current 
fiscal year," quoting Joseph Haspray. Deputy Administrator of Farmers HMne 
Administration. . . . 

"Tbe National Rural Housing Coalition said a $7 billion lending total would 
be needed to meet the demands of low income rural families." 

The S7 billion iieed for rural housing represents the annvximate (toUac 
volume the twelve (12) Federal land banks have outstanding on farm loans 
after fifty-four (54) years of successful lending. The present loan funds used by 
Farmers Home Administration are being obtained from private lenders. What 
would bappen to available loan funds for farmers and ranchers if the Federal 
land banks were required to tap tbe agency market for substantial funds 
to make rural housing loans? It could mean a shortage of fnnds for agricultural 
production. 

No one questions tbat there la a need for rural housing loans. The position 
of many Farm Credit leaders is that the Congress should not saddle the needs 
for rural housing on a cooperative li^rm Credit System which is now fully owned 
by the fanners. It seems unfair that the Congress would expect the Federal land 
banks to use tbe flfty-four (54) years of accumulated net worth of these twelve 
(12) banks <to cai^tallze rural bousing. Ratiier It seeme liie Congress mi^ 
want to expand tbe present lenillng facilities of the Farmars Home Administra- 
tion which will amount to $1.4 billion for rural housing loans In 1971. 

If this recommendation is not feasible, then the Congress should consider 
creating a separate corporation, capitalize It with Government funds. Tbe 
monumental job of extending $7 billion to meet tbe needs of low income rural 
housing, in whole or in part, should not be foisted on the twelve (12) Federal 
land banks. Our Job is to provide a dependable source of credit for farmers and 
ranchers. Our successful record of over flfty-fonr (64) years speaks tor Itself. 
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•From Uie oewB releases and propagande which have been disseminated b; 
Farm Credit Adminietration, one would beliere that all of the twelve (12) 
Farm Credit districts are in lavor of (the land banks making rural houaing 
loans. Both the Houston and Berkeley districts oppose the Federal land banks 
getting Into this fleld of lending. As recenCl; as two weeks ago, tbe Fedeiral land 
bank stockholders of the Omaha Land Bank met to reconsider tbelr position 
with reepect to rural bousing loons being made hy 'Qi^r bank. This group of 
eleven (11) Federal land bank stockholders voted unanimously eleven (11) to 
zero (0) against becoming involved in rural housing lending. Tills group rep- 
resents the fifty-three thousand (53,000) Federal land bank members-borrowers 
In the Omaha district. It seems that the viewpoint of these farmer-members 
should be taken Into consideration. 

Tbe test. It seems to me, should be as to whether or not the Federal land 
banks should become Involved in a large scale program of rural housing when 
It may effect the funds available to farmers for production loans. Last year the 
twevie (12) Federal land banks of the System loaned $1,016,820,417. Farmers 
Home Administration made loans totalling $1.4 billion mostly for rnral housing. 
The extent to which tbe Federal land banks arc to become Involved in rural 
housing loans should be spelled out In the legislation and not left to the Farm 
Credit Administration to decide rules and regulations. 

This maitter of rural housing has received little sujwoit from the twenty-(onr 
(24) Federal land bank elected directors who serve on the twelve (12) land 
bank boards of directors. At the 1968 national conference of our directors by 
rollcall vote ten (10) directors voted In favor of getting into the rural bousing 
loan field, fourteen (14) voted no. In 1960, at « Similar naitlonal conference, by 
rollcall vote nine (9) directors voted In bavor of rural housing, fifteen (15) 
voted no. In 1970, It was not on the agenda because by that time the Federal board 
bad decided to include this in the proposed legislation. There must have be&i 
some high pressure tactics or arm twisting, or whatever you might care to call 
It. in the past three years because the record speaks for Itself. 

At a 1970 regional conference of Federal land bank directors held in Phoenix, 
Arizona, a director from tbe Kingsburg Federal Land Bank Association r^mrted 
that on all rural housing loans in Fresno County with units running from one 
to three acres, the lenders had a 26.8 percent foreclosure record, and these rural 
housing loans were made in a very desirable area. Recently at Modesto, Cali- 
fornia, a group Of builders presented In a group action to tlie Farmers Home 
Administration office applications for one hundred fifty (150) rural housing 
loans in one package. 

It seems to me. that the Congress must decide ■Uie extent to which rami bousing 
loans would be made by the land tmnks if at all. Should the number of rural 
housing loans be restricted to a limited number? Or, should tlie land banlcs get 
involved in a competitive field with the Farmers Home Administration vfbitA 
Is already doing a commendable Job? 

There has been a tremendous amount of effort In both time and money "to 
sell" the Farm Credit Act of 1971 to the Congress, to the district boards, to the 
national farm organize tions and to nearly anyone who would listen. This money 
In reality la paid by our Federal land hank borrowers who are having a tough 
time already with the cost-price squeeze. 

Incidentally, Section 5.16 gives the Farm Credit Administration unlimited 
authority to assess the twelve (12) Farm Credit districts for the cost of the 
Washington office. If the fiscal year assessment is not high enough. Farm Credit 
Administration again assesses the banks later in tbe year. THERE IS NO 
CONTROL ON THE ASSESSMENTS. So much extra money was spent by tbe 
Farm Credit Administration in Washington in 1970 that tbe assessments on the 
Federal Land Bank of Berkeley were increated 17 percent in one vear, and all 
of this was not due to salary Increases because of Congressional action. Since 
Farm Credit Administration Is in the Executive Branch of the OovemmMit, some 
definite controls might be placed on the Farm Credit Administration budget 
by Office of Management and Budget. Farm Credit Administration has an open 
end line of credit with no budgetary controls which Is quite unnsnal. 

Quettion. Who mtma these farm credit banktt 

Answer. Over nine hundred thousand (900,000) farmers who have nearly $2 
billion invested in the System. 

Que$tion. Who should control aw? direct the buHnes* aifairt of thete S7 hanttT 

Answer. The district boards, who are the borrowers' represeutatlTea. of courae. 
We welcome supervision and examination. Domination and control trom VttBi 
Credit Administration In Washington is not acceptable. 
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One fundamental iesae that I am gnre moat of the owners of tbe System wonld 
agree with would be the deletion of sentences tliat ^ve the sapenrlsory agency. 
Farm Credit Administration, authority which should rightfully belong to the 
owners represented by the district boards. For example, many of the over-and- 
oyer repeated phrases should be eliminated. The phrases were acceptable when 
the Government bad snbatantial capital invested but now the capital has all 
been repaid. These phrases are ; 

1. "when authorized by the Farm Credit Administration." 

2. "under regulations of the Farm Credit Administration." 

a "may be modified from time to time by the Farm Credit Administration." 
4. "with the approval of the Farm Credit Admlniatratlon." 
The language of the bill could be amended In numerous places to Include such 
phrases: 

1. "as may be determined by the board of directors of the bank, subject to 
approval of Farm Credit Administration." 

2. "under standards prescribed by the bank and approved by Farm Credit 
Admlnla tra t ion." 

3. "as may be determined to be feasible by the board of directors of each 
district bank under regulations of Farm Credit Administration." 

4. "upon recommendation of the district board, the Governor shall have 
power, . . ," 

8. "when requested by the district board, the Governor may . . ." 

The following are quotes from recent "propaganda sheets" from Farm Credit 
Administration telling what the proposed legislation will do : 

"Substitute new lanjniaRe in the new Act to omit many provisions which were 
tied in tight In the taw and leave these provisions open to Farm Credit Admin- 
istration regulation." 

How? By buryingdistrict board authority? 

"To extend to the districts and assoclatlona more responsibility, more author- 
ity, and more decisions and in reality to decentralize the operation." 

How? By giving us more "Big Brother" advice from Washington? By deleting 
from the law dlatrict board authority as written Into present law? Farm Credit 
Adminlatratlon will be in position to ration to us just as little or Just as much as 
they are willing to grant. 

The following excerpts are qnoted from the proposed bill. This thumbnail 
sketch will give you some idea of how Farm Credit Administration proposes to 
"decentralize." Some supportera of the bill have asked : "What are some of the 
specific changes you want?" 

Sec. 1.4(13). Corporate Existence; General Corporate Powers. "Approve the 
salary scale of the officers and employees of the Federal land bank associations 
and the appointment and compensation of the chief executive officer." (This is 
decentralization? "And the appointment" sliODid be deleted.) 

Sec. 1.6. Real estate mortgage loans. "The Federal land banks are authorised 
to make long-term real estate mortgage loans in rural areas, aa defined b; the 
Farm Credit Administration." (Where does the district iKiard fit In? This is 
decentralization? The district board should first define, subject to Farm Credit 
Administration approval.) 

Sec. 1.9. Security, "the value of which shall be determined by appraisal under 
appraisal standards prescribed or approved by the Farm Credit Administration." 
The production credit associations' loan requirements as now written in present 
law say ; "Under such rules and regulations as may be prescribed by the farm 
Credit Board of the district with the approval of the Farm Credit Administra- 
tion." Let us modernize land bank lending to these same concepts. It is time 
land bank lending was decentraiized, not further centralized. The appraisal 
standards should be prescribed at the district level then submitted to Farm Credit 
Administration for concurrence. 

Sec. 1.10. Purposes. "Loans may also be made to rural residents for rural 
honaing Bnancing under regulation of the Farm Credit Administration." This is 
decentralization? The Farm Credit district board la again by-paaeed. 

Sec. 1.11. Services related to borrowera' operation. ". . . and may make 
available to them such financial related services appropriate to their operations, 
under regulations of the Farm Credit Administration." (The district board is 
again scuttled. ) 

Sec. 4.2(d). Power to borrow; issue notes, bonds, debentures, and other obll- 
gatloBB. Paragra)di (d) of this section should be deleted until the thlrty-aeven 
(37) bank preaidenta can study tbe ramifications of a Systemwlde secnrit? and 
come to each district board with their recommendations. 
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Sec. 4.4(8). LlabUlt7 of banks; United States not Uable. Para^rai^ (a) which 
creates Joint Itabilltr between tbe banks should be deleted until such time as the 
snbject can be fully studied. It Is unlikely the farmer-owners would support SDCh 
a radical cttange. At least tliey eliould have an onmrtunlty to expresa tiielr 
views. To my knowled^ this subject has never been ddscusaed wlBi the twdve 
(12) Farm Credit district boards. 

Sec. 5.2. Creation of districts. ". . . the boundaries of the twelve t&im credit 
districts eilstlng on the date of enactment of this Act may be readjusted from 
time to time In the discretion of the Federal Farm Credit Board, and two or 
more districts may he merged as provided In Section 5.18(1)." (The district 
board need not be consulted. In creating the Federal Reserve Bank System and 
the Farm Credit System, tbe Congress decided which states would be In each 
of the twelve (12) districts. Now the Federal f^rm Credit Board wants to usurp 
the power of Congress. Is this somebody's idea of decentralization?} 

Sec. 5.2. Same, nomination, election, and aniolntment ". . . the seventh mem- 
ber shall be appointed and may be removed by the Governor with the advice and 
consent of the Federal Farm Credit Board." The words "and may be removed" 
should be deleted. 

Sec. 5.5 Compensation of district board. The wording In this section riiortene 
the number of days a district director may serve. How? Because one-half (^) 
days must now be counted as full days. The removal of "or part of das-s" would 
correct this. Often district board members claim allowance for only one-half ( % ) 
day if that is all the time used. As presently drafted, a director would use up 
his thirty-day (30) allowance even thou^ he participated in only thirty (80) 
half -day (^) assignments. 

In contrast, tlie per diem for a Federal Farm Credit Board member is writ- 
ten in a. simitar way except it !s divided into two (2) sentences. Under Section 
6.8(h) : "Each of the Board members nhall receive tbe sum of {100 a day tor each 
day or part thereof. ... In addition to attending said meetings, members may re- 
ceive compensation for services rendered as member for not more ttian tMrty 
days or parts of days In any calendar year. . , ." The way this section is worded, a 
Federal Farm Credit Board member could claim per dtem for sixty (60) one-half 
(%) days at flOO each because tbe sixty (60) half (^) days equal t^ "thirty 
days or rarts of days . . ." If it is intended that a Federal Farm Credit Board 
member would have only thirty (30) days, then the language ^onld be darllled. 

Sec. 5.8 (5). Powers of the district farm credit hoard. "AuthortEe, with the 
approval of the Farm Credit AdmlnistT«tfon, agreements for the provision of 
Joint services between Institutions of the System and between districts tor those 
bank and association functions and for those services to borrowers which can be 
most effectively performed by joint understandings of the district or districts." 
(Farm Credit Administration kills this one before any district board can start. If 
Fai-m Credit Administration doesn't like It, you don't get It. The words "with 
the ai^roval of tbe Farm Ci«dit Administration" should be deleted. Whose Idea 
of decentralization is this? 

Sec. 5.8(f). The Federal Farm Credit Board. "A list of nominees for aiq^nt- 
ment as an appointed member of the Board. . . . except that the list of candidates 
for appointment shall be the two nominees of each voting group receiving the 
highest number of votes." (Tbe present law should not be changed. There is in- 
herent danger of selections being made without adequate background for the 
Job. We should continue to nominate our outstanding three (3) men for nomina- 
tion — one (1) by production credit associations, one (1) by Federal land bank 
associations, one (1) by cooperatives. Enough politics is involved already in the 
appointments to the Federal Fann Credit Board. 

Sec. 5.18. Bnumerat«d powers. "The S'arm Credit Administration shall havethe 
following powers, functions, and responsibilities. . . ." 

(1) "Modify the boundaries of farm credit districts. . . ." and with the con- 
currence of the district Involved shou'd be added to end the sentence. 

(2) The following words should be added so that tbe F^rm Credit district 
l>oard bos a voice in any "merger of Federal land bank associations, merger of 
production credit associations and the con»>lidation or dlvlslim of tbe tetri- 
toHes which they serve; and approve consolidations of boards ot directors or 
management agreements." When agreed to by the board of directors of the dia- 
trict bank. 

(4) "Approve the salary scale for employees of the institutions of the System, 
and approve the appointment and compensation of the chief eiecntlve ollicer of 
such institutions, except of associations." Delete the words, "and approve tbe ap- 
potntment". In one of tbe flrst drafts of the proposed bill, the Ooremor waa to 
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be Kly«n pow%r to remove th« preflident of nny of tbe tlilrty-seveii (37) banks. 
There was such a howl of proteet from tbe district board membera that It was 
removed without comment. Now In the final draft a far worse proposal la made 
"and approve the appointment." This is a raw grab for power by the Farm Credit 
Administration. It Is far worse than the orlglnflUy requeflted authority to re- 
move a president. The words "and approve the appointment" should be stricken 
from the sentence. 

What we want and need in new le^slation is decision making at the district 
level not less, much more. The present bltl needs emending to include In many, 
many places, with the concurrence of the farm credit district board. 

1 trust that my views will receive your careful consideration. 

{Note. For (XMnments on the above statement, see page 463.) 
Senator Allen, Our next witness is Mr. David Glault. 
Mr. Glault, we welcome you before the committee. 
You may proceed, sir. 
You have a prepared statwnent, I believe. 
Mr. Gault. Yes, Mr. Chairman. 
Senator Allen, Go right ahead, 

Mr. Gault. My prepared statement is very brief. It is frwn the 
National Milk Producers Federation. 

I would like to present 

Senator Allen. We will be delighted to receive it 
Mr. Gattlt. Thank you, sir. 

STATEU ENT OF DAVID G. OAULT, MEMBER, BOABD OF DIBECTOIU, 
HATIonAL wax. FBODUCEBS FEDEBATIOH, AUSTIK, TEX. 

Mr. Gault. I appreciate the opportunity to appear before this sub- 
committee on S. 1483. I have a deep personal interest in this bill, for 
two principal reasons. 

First, as a dairy farmer, I am aware of the ever- increasing need for 
credit and related services in our business. Modem dairy farms require 
large amounts of capital, and dairy farmers must have adequate credit 
available to them if they are to succeed. Likewise, marketing and proc- 
essing cooperatives require more credit and new lending services. 
S, 1483 is designed to help meet these growing needs. 

The second personal reason for my interest in this bill is iJiat I have 
had the opportunity to participate actively in various roles in the 
Farm Credit systein, including the rare privilege of serving on the 
Federal Farm Credit Board, 5ie policy making body for^e Farm 
Credit system, I was a member of the board when the members of 
the Commission on Agricultural Credit were appointed, and I was 
chairman of the boara when the commission submitted its report to 
us. My term on the board has since expired. However, it is most grati- 
fying to me to see that the bill before us today contains many of the 
features recommended by the commission and accepted by the board 
at that time. 

The agricultural credit provided through the farm credit system 
has played an important role in the development of the highly effi- 
cient and productive agriculture which this country enjoys. 

Dairy farmers and dairy cooperatives are directly interested in the 
banks for cooperatives. Many of the dairy cooperatives represented 
through the federation are current borrowers from the banks and 
others expect to use them in the future. 

The banks for cooperatives provide an adequate and understanding 



..gle 



source of credit in a specialized field. Cooperatives using them would 
be handicapped in many instances in finding adequate and reasonable 
financing without the aid of the banks. Cooperatives which are not 

Eresently using the banks are strengthened and encouraged by the 
nowledge that a dependable and discerning source of credit is avail- 
able for use when ne«led. 

Dairy farms can be financed through the Federal land banks, equip- 
ment and cattle through the production credit associations, and dairy 
cooperatives through the banks for cooperatives. The Federal inter- 
mediate credit t»inks channel private investment funds into agricul- 
tural loans, and the banks for cooperatives perform a similar service 
for agricultural cooperatives. 

We never cease to he impressed by the story of farm credit By 
merely providing the use of governmental capital for a relatively 
short period of time, Congress has been able to establish a sjntem of 
agricultural credit which is of tremendous importance. The retire- 
ment of the Government capital and its replacement with farmers' 
funds is a tribute to the integrity of the American farmer and to the 
able leadership which Farm Credit Administration has provided, 

We have on many occasions expressed to Congress our sincere ap- 
preciation for legislation that made the farm credit system possible, 
and we now do so again. In particular, we are grateful for the fore- 
sight of this committee in reporting legislation in 1965 which made 
it possible for the banks for cooperatives to move forward toward 
their goal to repay the Government capital in those banks. 

It is with a great deal of pride that we are now able to say that 
the banks for cooperatives accomplished this goal. This excellent 
record attests to the effective management of the banks and also the 
good faith of the farmers' cooperatives that requested and supported 
the 1955 legislation. 

Every dollar of capital which the Government invested in the farm 
credit system has been repaid in full in cash; and it has been repaid 
many times over in terms of the good that has been done to the agricul- 
tural economy and to the economy as a whole. 

The national milk producers federation's direct concern with this 
bill is, of course, the provisions related to the banks for cooperatives. 
Dairy cooperatives are large users of the services of these banks. The 
latest figures show that dairy cooperatives have $136 million in loans 
outstanding from the banks for cooperatives. 

The federation supports the provisions of this bill relating to the 
banks for cooperatives. We consider the proposed changes in line 
with improved credit services and with sound business practices. 

The federation is also concerned with provisions in the bill affecting 
the Federal land banks and the production credit associations. Laterally 
thousands of farmer-members of dairy cooperatives are also borrowers 
from these sources of agricultural credit, 

S. 1483 would insure credit availability to farmers from land banks 
and production credit associations and improve services to their bor- 
rowers. Certainly, as farming becomes more complex, the fanners' 
own credit institutions should keep their services up to date and rd- 
evant to agriculture's needs. 

The aumority contained in this bill is permissive. It will be subject 
to supervision by the Farm Credit Administration. It adso wiU be 
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subject to the discretion of the Federal fann credit board and the 
district boards. These boards are farmer oriented. Based on our ex- 
perience with the past and our belief in the future, we are confident 
these broader powers will be used constructively and in the best in- 
terest of American agriculture. 

We urge you to report this legislation favorably. 

Mr. Chairman, that concludes my prepared statement, but with your 
permission I would like to make a few maybe off-the-cuff remaAs. 

Senator Allen. I will be delighted to hear from you. 

Mr, Gault. As I stated in this written statement, I have had some 
experience in farm credit, not only as a member of the Farm Credit 
B<mrd, For many years, I served as a director of my local Production 
Credit Association. I was the director of several cooperatives which 
borrowed money from the bank for the co-ops. I served on the na- 
tional PCA advisory committee, and this is comprised of 12 farmers 
to consult with the board and bring grassroots ideas in. I serve on the 
bank for co-ops advisory group also. 

In my term of office on the Federal Board, quite a number of things 
happened that are maybe not usual, that do not happen always. First, 
we had what was commonly called and known as tne credit crunch in 
1966 and 1967. We had to even have Presidential authority before we 
could go to the market to obtain money. We had to curtail lending for 
production purposes only. This threw us into a tailspin, if I may say 
so. This was something new. 

The Farm Credit System had never had any problem getting funds. 
This made the Board realize we were vulnerable in this spot, at least. 

In 1968, all Government capital was retired. I had the privilege of 
being on the Board at that time. We had land banks who celebrated 
their 50th anniversary, which was quite an occasion. 

The Conmiission on Agricultural Credit was appointed and made 
its report while I was on the Board ; and last, but not least, tie highest 
interest rates that the Farm Credit System has ever paid were paid to 
borrow money during 1969 and 1970 when I was on the Board. 

I do not know that this is a recommendation, Mr. Chairman, for 
my service on the Board, but these are some of the tilings that 
happened. 

TTirough all of this, the System has managed to be t^le to supply 
funds for all farms, for all agriculture, for cooperatives. Now, you 
might say : well, why change a system that has been so successful and 
a system that I have used personally since 1936. 

I am in my sixties now, and I do not have to depend on farm credit 
any more. I have accomplished a goal, so to speak, of maybe having 
enough on which to retire. So I do not actually need that larm credit 
any more. So I have this "RC" factor ]ust as strong as anybody— an 
"KC" factor is "resistance to change." 

I would like to compare my operation in 1936 with my operation 
today in 1971. In 1936, commercial bank told me (and I had borrowed 
a few hundred dollars from it) that I might do better if I went to the 
Production Credit Association, that they were better suited to finance 
my operation. I was milking about 20 cows, by hand. I had four mules, 
had a break-in plow and some cultivators and planters, and was op- 
erating on about 200 acres of rented land. The total value of all the 
equipment was less than $2,000, and X had worked several years to get 
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that far. I made a lowi with Production Credit Association for a few 
hundred dollars, and with the exception of a short period daring 
World War II, I have had a loan with the Prodnction Credit Associa- 
tion ever since. 

In 1971 — I am not stating these figures for personal reasons, other 
than comparison of todav's agriculture with that of 1936—1 have real 
estate valued at about $200,000, cattle at $150,000, farm and dairy 
equipment of $100,000, and this is what it actually cost. Probably 
today's market would even bring more than that. 

Now, this is not an unusual investment for a dairy farmer. Jn fact, 
a lot of them are larger t^an tiiis. I am, relatively speaking, a small 
fanner today. 

The farmers today are older. Men my age are not always going to be 
farmers. Who is going to produce the fw)d in the future? And then 
there is the question of how they are going to be financed? Can we de- 
pend on a credit system that was set up to finance me back in 1936f If 
we do not look down the road and make changes for the future, can 
that system that financed $2,000 worth of mules and milk cows finance 
today's agriculture without being updated? 

Everv PCA has a sign that says "Dependable Credit." How long 
will it be dependable? I think that we must have authority, as stated 
in S. 1483, so as to provide them this dependable credit for the future. 

I might say this la permissive legislation, and I doubt Uiat any dis- 
trict would have forced on them anything that they would not wish to 
have. 

Being familiar with these banks, they are pretty independmt. I 
think they will continue to be under this legislation, though it will 
allow those that wish to change the opportunity of chan ge. 

You might say that other lenders can enter into this. Why do any- 
things with Farm Credit System? Let other lenders do it. Back in 
those credit crunch days and high interest days, we learned some- 
thing : We must have a dependable source for agriculture. 

You might say now with all this how could anyone possibly oppose 
S. 1483. 1 wonder that, too. But I am sure that I have been a little more 
fortunate than most men my age because I have been working actively 
with dairy co-ops. I have worked closely with young men wanting to 

fo into business, trying to get financed, watched than struggling and 
elped them get that miance. 

I know what goes into trying to finance today's operation. This 
has helped me to overcome some of this EC factor. 

I doubt very seriously that you can find a young farmer, a young 
progressive farmer that knows this legislation and is in a portion to 
have to borrow money : I doubt that you could find one that would 
oppose it. Opposition to the bill comes from men of my age and older 
who have been successful and accumulated a comfortable net worth — 
incidentally, I might say often with the help of Farm Credit. Their 
RC factor increases; in essence, they are saying that the present farm 
credit system was good enough for me, and I refuse to change it to 
benefit tomorrow's farmer. 

One other thing that I would like to point out, Mr, Chairman, 
there is something in the bill about supervisory agent. We have heard 
some comments on that. It is normal for anyone to resent superviBitm. 
I resent having to maintain the speed limit driving down the ni^way. 
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We, in Texas, are noted for this. But I doubt that the CongresB 
would want to turn the system over to 12 Farm Credit district banks 
without pretty viable regulations on supervision, like it or not. 

Mr. Chairman, I would be happy to try to answer any questions. 
That ends my remarks. 

Senator Allen, Thank you, Mr. Gault. We appreciate your ap- 
pearing before the subcommittee. I am sure that the committee will 
study your prepared statement carefully and also your direct testi- 
mony before the committee. 

We appreciate your coming and giving us the benefit of your viewa 

Mr, Gatjlt. If there are no questions, then, I certainly thank vou. 

Sfaiator Allen, Thank you, Mr, Gault. I believe you covered them 
rather well. 

Let us move on to our next w itness. 

Mr. George A. Fletcher, please. 

I believe you have a prepared statement, Mr. Fletcher? 

Mr. Fletcher. Yes, Mr. Chairman. 

Senator Allen. Proceed, sir. 

STATEHEITF OF OEOEOE A FLETCHER, SEOONS VICE FBESIDENT, 
TBAVELEBS DTSURAITCE CO., HAETFOES, OOSN., REFBESEimHO 
THE AlIERICAH LIFE CONVEHTIOR Aim THE LIFE mSTTBARCE 
ASSOCIATION OF AMERICA 

Mr. Fletcher. My name is George A, Fletcher and I am second 
vice president of Tne Travelers Insurance Co., Hartford, Conn. I 
am accompanied by Damian J. Hogan, vice president — Farm and 
Ranch Mortgages, Metropolitan Life Insurance Co. We are appearing 
today on behalf of the American Life Convention and the life Insur- 
ance Association of America. The combined membership of these two 
associations accounts for about 92 percent of the total life insurance 
in force in the United States and approximately 97 percent of the 
assets of all life insurance companies doing busmess m the United 
States. We appreciate this opportunity to discuss with you S, 1483, 
the proposed Farm Credit Act of 1971. 

Not all of our member companies engage in the farm loan business, 
but those which do represent in the aggregate well over half of the 
assets of the entire life insurance business. These companies, togethw 
with many others, also supply large amounts of capital through their 
investments in bonds, debentures, and other securities of the many 
businesses and industries providing equipment and all other goods and 
services to agriculture. But our concern here is with credit provided 
directly to farmers and ranchers. 

The current life company holdings of farm mortgage loans total 
about $5.7 billion, representing about 20 percent of all farm mortgage 
debt outstanding. The Federal Land Banks hold almost 25 percent, 
commercial banks approximately 16 percent, and the balance of around 
40 percent is held by individuals, the Farmers Home Administration, 
and others. 

The ratio of life insurance company holdings has declined from 
around 25 percent in 1958 to the present 20 percent, while that of the 
Federal land banks has increased from about 19 percent to 25 percent 
in the same period. 
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It should also be mentioned that some 85 percent of farms and 
ranches remain free of debt and that, while the share of the outstand- . 
ing mortgage debt of individuals has diminished, it still represents a 
very substantial portion of the total. These individuals are for the most 
part farmers who have sold their fanns and taken back a purchase 
money mortgage or have used their savin;^ to make loans to othets in 
their family or to neighbors. Neither of these two groups of individ- 
uals would be benefited by this hill and in fact it could be said that they 
would be affected adversely. 

The life insurance companies have for many years made agricultural 
loans. This is the type of long-term credit which ia well adapted to 
their investment portfolios. My own company's first farm loan was 
made just 100 years ago. Others have a longer history in this field. 
Some life insurance companies make and service their farm mortgages 
through their own trained and experienced field staff. Others use l(wal 
financial correspondents and mortgage bankers who originate and 
service farm and ranch mortgages for their participating companies 
under a variety of arrangements. My own company uses a combination 
of both. 

All these field personnel, mortgage bankers, and a multitade of 
commercial bankers, farm real estate brokers and other loan Agenda 
who place farm loans throueh these sources have a real and binding 
interest in agricultural credit and the welfare of the ccmunuiuties 
they serve. We have the wider concern of a sound overall ec<momy 
and the continuation of the discipline of the free enterprise syst^n in 
the allocation of resources It is with this real concern that we q>eak 
tothebillwhinh is before vou. 

This consolidation and updating of all existing lefi^slation has 
been long overdue and the Congress is to be commended for including 
it in its busv schedule. Much of the bill as introduced is sound anS 
with some important modifications which we propose would have 
our support. We hope the subcommittee will accept our suggestions 
as constructive and in the interest of the long-term future of sound 
agricultural credit and its continued availability from all sources, in- 
cluding all private institutional lenders who have so long been an 
important part of the whole agricultural credit structure. We do 
not want to be eliminated from this field but if all the new provi- 
sions of this legislation were enacted, in addition to the advantages 
already enjoyed by the Federal land bank system, it could in our 
opinion onlv result in the gradual disappearance of the private lend- 
ers from this field. 

Under this bill, the scope of the activities of the Federal land banks 
would be broadlv expanded to include rural homes, the financing of 
farm related services, and the furnishing of financial related services. 
Additionally, the very substantial competitive advantages of the Fed- 
eral land banks over private lenders would be continued and greatly 
enlarged. These advantages would include elimination of the first 
lien requirement and removal of the 65 percent loan-to-value limit for 
such banks, along with continuation of the very favorable tax treat- 
ment of the banks, the proportion of earnings required to be carried 
to the reserve account, and freedom from State usury laws. 

We will discuss today only the last-mentioned five competitive ad- 
vantages, but there is attached to our statement for inclusion in tbs 
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record a supplemental statement which lists additional features of 
the bill which we feel are objectionable. It is our sincere opinion that, 
if the bill passes in its present form, the necessary effect will be to 
drive private lenders from the farm mortgage business, and to grant 
to the Federal land banks an ultimate monopoly in this field. 

Section 1.6 real estate mortgage loans provides that "The Federal 
land banks are authorized to make long-term real estate mortgage 
loans in rural areas . . . and continuing commitments to make bu5i 
loans under specific circumstances. . . ." Section 1.9 security pro- 
vides that "Loans by tJie Federal land banks shall be secured primar- 
ily by interest in rural real estate, . . ." The net effect of these two 
sections is to eliminate the requirement of a first mortgage and also 
tiie 65 percent maximum loan-to- value requirement. 

An adequate margin of security is a necessity to ongoing, success- 
ful mortgage financing. Insurance companies are permitted by law 
to make mortgage loans up to 75 percent of value. Most companies, 
by policy, limit agricultural loans to 66^ percent or less, with a 
75 percent loan being the rare exception justified by specific 
circumstances. 

The farm credit system, and particularly the Federal land banks, 
its oldest member, have long exemplified sound lending practice. A 
first mortgage, or prior lien, is a prime requisite to sound mortgage 
credit. Its elimination would be contrary to the stated policy and 
objectives of this legislation. 

The reasons for suggesting total elimination of the first lien re- 
quirement and the 65 percent loan limit are not known. But. in addi- 
tion to being unsound, such action would pose serious threats to 
private lenders which are not permitted by law to make loans on these 
terms. We therefore strongly recommend that both sections be changed 
to continue the requirement of a first mortoage and the maximum 65 
percent loan-to-value ratio {or some mo(ftst increase which would 
include the stock purchase requirement for borrowers) in the interest 
of soimd agricultural credit and consistent with the stated purposes 
of this Act. 

Under section 1.21 and section 2.8 taxation, the preferential tax 
status of the Federal land bank system and the Federal intermediate 
credit banks would be continued. Except for taxes on real estate held, 
their tax exemption is complete. There are no Federal income taxes, 
no Federal excise taxes, no State income, sales or use taxes, and no 
State mortgage registration taxes. 

In 1916, when the Federal land banks were originated, and in 
1923, when the Federal intermediate credit banks were organized, 
taxes were of little consequence. Also, both types of banl^ were tightly 
restricted as to amount of loans, eligibility of borrowers and loan 
purposes. And finally the banks were funded with Government cap- 
ital. Thus there was then some justification for the tax exception 
provided. 

No longer, however, does such a justification exist. These banks are 
now privately owned. Their lending authority has been expanded 
over the years and, as pointed out previously, would be greatly en- 
larged by this bill. To couple this proposed extremely broad lending 
authority with continuation of the preferential tax treatment woidd 
represent an unconscionable comi>etitive advantage over private lend- 
ers supplying credit to agriculture. 
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In this connection, we would point out that the Fann Loan Act 
of 1933, which authorized the production credit associations (which 
make the short and intermediate term loans to Federal land bank 
borrowers and others) and the banks for cooperatives, provided that 
those organizations should be tax exempt oiuy so long as tJiere was 
Grovemment capital in them. We believe that the tax treatjnent of 
the land banks and the intermediate credit banks should be changed 
to correspond to that of the production credit association and the 
banks for cooperatives, so that all members of the system will be 
treated uniformly. 

Section 1.17 of the bill continues the provision that the Federal land 
banks shall carry to reserve account not less than 50 percent of net 
earnings— after provision for losses — until the reserve account equals 
outstanding capital stock and participation certificates — and there- 
after 10 percent of net earnings until the reserve account equals IfiO 
percent of outstanding stock and participation certificates. 

Section 1.18 also continues the provision that each Federal land 
bank association carry to reserve account not less than 10 percent of 
net earnings until the reserve account equals 25 percent of the outstand- 
ing capital stock and participation certificates — thereafter 5 percent of 
net earnings until the reserve account equals 50 percent of the out- 
standing stock and participation certificates. In sum, a Federal land 
bank and its association are directed to set aside a combined total of 
60 percent of net earnings, after provision for losses, until a combined 
total of 125 percent of outstanding stock and participation certificates 
is reached, then a combined 15 percent until 20O percent of the out- 
standing stock and participations is reached. 

This requirement, like the tax treatment, is retained from the origi- 
nal Farm Loan Act of 1916. It is in sharp contrast to section 2.6(8) 
which authorizes the Federal Intermediate Credit Banks to allocate 
26 percent of net earning to reserve account up to 25 percent of out- 
standing stock, and section 2.14(a) which authorizes the production 
credit associations to set aside up to one-half of 1 percent of loans out- 
standing as earnings permit until reserves equal or exceed 8^ percent 
of loans outstanding. 

It is not understood why this disparity exists, particularly since 
there is adequate provision for losses. In any event, the reserve require- 
ments for Federal land banks and land band bank associations aie 
clearly excessive. To the best of our knowledge, they are unprecedented 
for any financial institution. They would have the effect of freeing 
these organizations from Federal taxes, even if, as we haveprevioiiBly 
recommended, the present tax exemption is removed. They would 
shield the organizations from borrower dividends. And, takrai together 
with other provisions of the bill, they would provide large sums of 
"free" money which could be us«i for additional mortgage loans in- 
cluding junior liens and other greatly broadened activities. This seems 
to be another instance in which there should be more unifonnity 
in the several titles of the bill. 

Finally, the bill does not require the Federal land banks to comply 
with the State usury laws. On the ground that they are fedenlly 
chartered instrumentalities of the United Statesj these banks have 
operated without regard to those restrictions. During the recent tif^t 
money and high interest period, we and other private luiduB were 
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precluded from making any loans in a third or more of our entire lend- 
ing territory, because State statutory rates were substantially below 
the prevailing market rates. The Federal land banks were able to make 
loans at rates in excess of these limits, and for a time enjoyed a virtual 
monopoly in those States. 

It might be argued that were it not for the ability of the land banks 
to disregard these State laws there would have been no mortgage credit 
available to tJie fanners in those States. But there are several answere. 
First, the inability over short periods of time to obtain long-term credit 
is not as critical as it is in the case of operating capital, since major 
long-teran needs can be anticipated and deferred, as many other bua- 
nesses have done. Second, if mortgage money were unavailable to 
farmers for a substantial period, the States would have changed their 
usury laws; this incentive did not exist because the land banks were 
not required to comply with those laws. Finally, regardless of any 
argument that might be made, it is simply unrealistic and unfair to 
permit the Federal land banks to operate outside the law while all 
other lenders are required to comply with the law. 

In conclusion, we urge the subcommittee to consider tiie full impact 
of these several points I have mentioned as they relat« to a sound 
credit structure and a continuing flow of credit to agriculture from all 
the presently competing sources. Our industry seeks no advantage. 
We ask only for an opportunity to compete on an equal basis. We are 
proud of our contribution to American agriculture through the major 
capital provided and the many innovations and refinements in financ- 
ing we have advanced. We sincerely hope we can continue this im- 
portant role. 

Agriculture could never have reached the highly productive and 
technical proficiency it enjoys today without the abundance of credit 
made available to it by all competing sources. We are firmly convinced 
that agricultural interests will oest be served by providing a favorable 
climate in which all lenders can compete openly and equally in the 
traditional concept of our free enterprise system. 

Mr. Chairman, our supplement is attached. I will not read it. We 
would like to leave it for the record. 

Thank you so very much for this opportunity to present this 
statement 

Senator Allen. Thank you. We will incorporate your supplemen- 
tary statement in the record at this point. 

(The supplement to Mr, Fletcher's prepared statement follows'^ 

We reTJ«ctfully request the Subcommittee's further conelderatlao rf the tol- 
lowlng additional comments as they relate to the intent at the Congress and sound 
eiwlit for tie agricultural community. 

Section 1.1 (a) PoJicy and Ohjcctivea declares It "to be the policy of the Con- 
gress , . . that the farmer owned cooperative Farm Credit System be designed to 
accomplish t!he objective of improrlug the Income and well<beln^ of American 
farmers and ranchers by fumlihing sound, adequate and constructive credit. . . ." 
The title of the Bill also recitea ". . . to provide for an adeqaate and Oexlble flow 
of mone; Into rural areas. . . ." We do not believe It is tlie Intent of the Con- 
gres^i that the System meet aU of the agricnltoral credit needs and would be 
reassured If this Inn^uage were changed to eliminate any such Implication. 

Section 1.8 EUgibilitp almost completely eliminates any eligibility reqoirements 
ivlth the words ". . . person's who are or become stockholders or members In the 
Federal Land Bank Association Including. . . ."Nowhere are there emphaslBedip 
the Bill the familiar terms "family farm" or even "family commercial farm" 
which would seem entitled to some priority in preserving this part of our Ameri- 
can agricultural heritage. 
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Initially, loans were restricted to persons living od or about to Utb c«i and 
occupy their farms. Later loanx to certain farming and ranching corporatiMiB 
were permitted and were gradufllly liberalised until presently the wily remalDlng 
reetrlction requires that the corporation's principal Income be from farming and 
that 75 percent of its owners asBume personal liability. Now it la propoaed that all 
restrictions be removed. We do not believe that Congress should go this far. 
Elimination of personal liability might be acceptable, but certainly eligible cw- 
poratlOQs should only t>e those whose principal activity la in and Ita principal 
Income from farming and ranching. 

Section 1,10 PurposcM, includes ". . . any agricultural puriiose and atlier oredU 
n(cd» of the applicant . . ." Thus anyone, or with the broadened ellKibiU^ 
requirements, almost any corporation whidi owned agricultural land qualUjiiig 
for security, could borrow on it for any pnipose including those totally nnreJated 
to agriculture and agrlcuitural production. With the anticipated future demands 
for capital in agriculture that lie ahead it would seem prudent to dli«ct the 
System's resources solely toward helping to meet those demands. 

Seetion 1.11 Services Related to Borrfuren' Operations provides that tlie Fed- 
eral I^and Banks may make available to borrowers, members and applicants "sncSi 
financial related services appropriate to their operations as determined to be fead- 
ble. . . ." Taken together with the liberalised eligibility and lending authority, 
this [Mvvlslon could launch the I^and Bonks Into a wide range of flnanclaj services 
for individuals many of whom are not even farmers. Many If not most <^ these 
services are already conveniently available on reasonable terms from privato 
sources. Here again, this would appear to be a dilation of the purpose, energiet 
and re»>urces of the Farm Credit System, expanding it beyond what we believe 
to be Congressional Intent We would recommend that the provision either be 
stricken or else carefully restricted to serving the actual credit needs of farmers. 
Section US OCTieral Corptrrate Powers (,11) would permit the ellmtnatloii tA 
the local association loan committee by, with the approval of the FMer«l Land 
Bank, delegating "the election of applicants for membert^p and the api>roral at 
loans within specified limits to other committees or to authorized emrtloveen at the 
association," Concurrently It Is proposed to eliminate the ?100,000 loan limit 
which presently cannot be exceeded without Farm Credit Admlnlstrution ap- 
proval, TTie upper limit would then be determined by F.C.A. which cleariy can be 
expected to grant greater authority to the Banks both for loan amounts and 
borrower eliglblllt; and in turn, at their discretion, to the local asaoclatlons. A 
finance committee or loan committee is an integral and important part of the 
structure of any Qnanclal Institution, Retention of the local loan committee and 
reasonable limitation of Its powers would certainty appear to be prudent 

ifaximum Loan. lastly, there appears no mention of any maximum amount 
that may be loaned to one borrower. Sound businees demands a reasonalde limit 
to the commitment of funds to one risk, and it Is felt that such a limit fdioold 
he expressed In the law. 

Senator Allen. Mr. Fletcher, I note that you are a vice president of 
the Travelers Co. which has the honor of being one of the top life 
insurance companies in the country. I think it ranks right behind 
Prudential and Metropolitan ; does it not? 

Mr. Fletcher. We are junior by considerably — in size only, of 
course. 

Senator Allen. Yes, but you are third, I believe, in back of Metro- 
)>olitan, Prudential first and Metropolitan. Probably Travelers is next 
and Equitable. 

Mr. Fletcher. I suspect we would be a little farther down the line. 
Prudential and I believe the Equitahle and also Mr. H(^;an's company, 
the Metropolitan and the John Hancock. We are probably No. 5 among 
the insurance company farm lenders. We do have, however, the second 
largest ratio of our assets in farm loans, almost 10 percent. 

Senator Allen. Now, is the percentage, ^>eaking of life insurance 
companies, generally is the percentage of farm loans to total assets 
declining, staying about the same, or rising i 
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Mr. Fletcher. There was a period through the late fifties and the 
early sixties where for many years we showed some greater propor- 
tionate increase in the farm loan account than the increase in assets. 
Through the past several years we have held about even. In fact, there 
has been a year or two when we were unable to match the increase in 
the company's growth. This was for reasons whicli I am sure you 
understand • • ■ a heavy backlog of forward commitments in other 
areas when cash flow became retarded and an unprecedented increase 
in policy loans which have first call on available funds. 

Senator Allen. Yes, 

STATEMENT OF SAUIAN J. HOOAN, VICE FKESIDEKT— FARM AHD 
EAHCH MORTGAGES, UETROFOLITAN LIFE ZHStTRANCE CO., NEW 
YORE, N.T., EEFRESEHTDTG THE AMERICAN LIFE CONVENTION 
AND THE LIPE INSURANCE ASSOCIATION OF AMERICA 

Mr. HooAN. With metropolitan, Mr. Chairman, it has remained 
constant for about 10 or 15 years. 

Senator Allen. The percentage of the total amount committed? 

Mr. HoGAN. The percentage of farm loans in relation to total assets. 

Senator Allen. I see. Well, now, the credit needs of agriculture are 
mounting in very large degree ; are they not? 

Mr. Fletcher. The figures that you hear, of course vary all over 
the ball park. I think it is generally conceded that they probably 
will at least double in this decade, in the seventies. 

Senator Allen. That would amount to how much, would you have 
any idea ? 

Mr. Fletcher. I believe this would bring farm mortgage debt, the 
real estate debt up to something in excess of $60 billion. 

Senator Allen. Yes. 

Mr. Fletcher. Currently it stands at around $30 billion. 

Senator Allen. Well, is the life insurance industry, are they reaUy 
ready to move in and fill in the gap of money required, credit required 
if provision is not made for extending the facilities of the farm credit 
system ? 

Mr. Fletcher. Sir, if you can compete on an equal basis we do not 
have to move in. we are tnere, and if we can compete on an equal basis 
I am sure that we will be able to participate in ratio to our propor- 
tionate share of the presently existing long-term farm mortgage 
holdings. 

Senator Allen. You feel if the Federal laws remain the aame you 
could double your commitment to agricultural loans ? 

Mr. Fletcher. The life insurance companies doubled their holdings 
twice and at Travelers' we doubled it three times in the past 20 years. 
I cannot say that if the law remains unchanged we could again, no, 
sir, we would not, because of the inequity of having to compete against 
the land banks' tax advantage, except for taxes on real e^at«, a total 
tax exemption. Also, I hope frankly, sir, that we do not again see 
interest rates at levels that would preclude our lending in the 8- or 
9-percent States, but obviously this is beyond our control and certainly 
even beyond our perception at this i>oint. 
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Senator Aiaxn. Well, now the only type of loans that insurance 
companies make that would be classified as t&rm or agricultural loans 
would be first loans on real estate ; is this correct ? 

Mr. Fletcher. This is right, this is by law. 

Senator Aixen. So that you would make no loans on agriculture- 
related lines of activity; you could not do that, unless it was a lien on 
real estate ! 

Mr, Fletcher. Unless it was a lien on real estate. Some Agri- 
businesses, elevators, etc, that are real estate are included. 

Senator Allen. You could not finance equipment ! 

Mr. Fletcher. No, sir. 

Senator Allen. You could not finance cottonpicters or 

Mr. Fletcher, No. 

Senator Allen (continuing). Or the pesticide equipment or any- 
thing of that sort ? 

Mr. Fletcher. That is right. We have provided, of course, much 
financing for this type of thing through the financing that we have 
done on real estate. Many times portions of these loans are for other 
than land purchase or refinancing existing mortgage debt. Part is 
utilized frequently by the borrower for operating capital and purchase 
of equipment. 

Senator Allen. Isnt it frequently necessary for the farmer to ob- 
tain loans for his operations as well as a loan on his land 1 

Mr. Fletcher, Oh, indeed. 

Senator Allen, But you could not help that? 

Mr. Fletcher. We could not, but my observation over these many 
years has been that betwen the commercial banks, the Production 
Credit Association and the independent banks, by and large it would 
seem these needs have been very adequately met. 

Senator Allen. You are willing, then, for the farm credit system 
to supply those needs of agribusiness, but what you are talking about 
is the business of lending on the first liens on real estate ? 

Mr. Fletcher. This is our primary interest, I am not schooled or 
experienced in the area of short and intermediate term credit. 

Senator Allen. That would sort of be the cream of the loans, would 
it not. the first liens on real estate ? 

Mr. Fletcher. Sir, I am not sure I know iust how to answer that. 
I am not sure I read accurately what you are asldng. 

Certainly an investment secured by a first lien on real estate prop- 
erly made, should be as sound a loan as one could find. But there are 
many, many very sound loans in the other areas. I certainly would 
not be one to say that these other loans are unsound. I am sure some 
of them would be cream to the banking community and to the Produc- 
tion Credit Association. 

Senator Allen. Since the farmer has to rely on credit sources othw 
than life insurance companies for a portion of his needed credit, it is 
not unnatural, then, that he would turn to a bank or an institution 
or an agency that could handle his full credit needs; is it? 

Mr. Fletcher. I can understand how in some instances he mi^t. 
On the other hand, there are many, I am sure, who would prefer to 
keep these two segments of their financing completely apait. I have 
had this statement made to me many times. 

Mr. Hogan, do you concur in this ? 

Mr. HoQAN. I do. 
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Senator Allen. Speaking for Travelers, what rate of interest does 
Travelers pay on policyholders' deposits or what do they pay in com- 
puting the surrender values, cash values of policies, what guaranteed 
rate of interest is made to the life policyholder by your company t 

Mr. Fletcher. Sir; this is in an actuarial area. If you wish response 
to this specifically we will try to provide it. 

Senator Allbn, Approximate it to half a point. 

Mr. Fletcher. Let me say in recent times, two highly competitive 
markets, that of investments and that of insurance sales, pretty much 
govern premiums. The largest single factor is return available on in- 
vestments. Recently in connection with some pension funds the com- 
pany has guaranteed return to those individual members of Uiat 
pension fund or to the administrators of the pension fund of as mu^ 
as 8.4 percent. 

Senator Aixen. That is a special type of arrangement, jurt an 
ordinary John Q. Public sort of fellow who owns a $1,000 life policy, 
what rate of return does he receive on the surrender value of his 
policy ? 

Mr. Flbpcher. Sir ; I will have to ask if we might develop and sub- 
mit that information. This is completely beyond my qualification to 
speak upon. 

Senator Ali^n. All right. If you want to supply that information 
as to Travelers and as to the insurance industry generaUy. 

Mr, Fletcher. I will do my best. 

(The information is as follows:) 

Senator Allen posed a aeries of quefltjoos aimed at seeing- a comparlBon be- 
tween ttie interest paid by the Parm Credit Agenc; and tbat paid by a life 
insnrance comiian;. As mentioned by tlie Senator, one pertinent ccanpaj^son Is 
tbe rate paid b; life insurance ccHopanies on money left on depoelt with them. My 
company currently pays 5 percent interest on deposlta of policyholders and bene- 
flriarlee undep settlement agreements. For deposits held at Interest this ap- 
plies to monej we have held tor several years a,s well as to new deposltoTK For 
proceeds to be paid out in Inatallments over future years, the rate Is guaranteed 
for the period of payment. 

It Is also pertinent to point out that our Single Premium Immediate Annuity 
premiums are baaed on an assumption of approzimatdy 7^ [tercent before ez- 
pen^ev. We can use this favorable rate because Ibe money Is received In a ^n^le 
sum which can be Invested at current higb investment yield. 

The shorUie^s ot time precluded a survey but I itellevc that our practice Is 
reasonably con^stent with that of other major companies. 

Should tbe Commltt«e desire any further information coocemlng the Invest- 
ments of life insurance companies. I shall try to provide it. 

Senator Allen. I remember Jefferson Standard used to advertise 
"Mr. Four Per Cent", and that was sort of a sensation rate IJiat they 
were paying at that time on money left on deposit. Some companies 
seemed to feel they could not pay that on a sound basis. 

The point I was suggesting by this is that the policyholders' funds 
retained by the company, of course, are the source of the loan funds 
that you have, and in effect would compare with the debentures and 
bonds that the farm credit agencies rely on to get their money. I was 
seeking to show the difference in the interest paid by the farm credit 
agency as compared to the life company. 

Mr. Fletcher. Could I interpose, sir ? 

Senator Allen. Yes. 

Mr. Flbtcheh. The return on investment portfolio accrues to the 
benefit of our insurance shareholders and policyholders alike as well 
affecting the premiums down the road. In the case of a mutual com- 
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pany such as Mr. Horn's, these com)[>anie8 are owned in their entirely 
by the policyholders. Our responsibility is therefore twofold. We must 
develop a return on our investment that permits our company to com- 
pete with Mr. Hogan's, in the same insurance market, an investment 
return that competes internally with other forms of investment and 
externally with the other lenders in the farm loan field. We must de- 
velop a return that accrues to the shareholders and policyholdere rea- 
sonaoly comparable with the return that is available in other areas of 
investment. 

Senator Ai^len. I have been interested in hearing some of the testi- 
mony with regard to the competitive advantage that the association 
of banks in the farm credit system have over the private lender, one 
being that the farm credit agency can make loans at a lower rat© of 
interest than the private investor, yet at the same time the criticism 
is made tliat the Federal agency — we refer to it loosely in that way — 
that they are able to charge a usurious rate of interest. Apparently 
the criticism is made, then, too low a rate of interest and then too high 
a rate of interest. How, then, could criticism be made at both ends of 
the rate schedule ? 

Mr. Fletcher, I'll speak first to the lower rate. In 1970 — I do not 
have an exact figure, Mr. Chairman — but in 1970 the insurance in- 
dustry paid over a billion dollars in Federal income taxes alone. Now, 
this quite obviously came out before any distribution of earnings to 
either shareholders or divideneds to policyholders. 

We cannot avoid income taxes nor the many other taxes at the Fed- 
eral and State levels, and obviously these tax dollars somehow have to 
be made up. I must be frank and state that we are profit motivated. 
There was a time when this was not too much of a disgrace. We must 
realize a reasonable return on top of the allocations that must be made 
to meet the future actuarial needs down the road, on my insurance 
policy and on yours, sir, and in addition to that we must return to 
the diarehoiders and the policyholders a reasonable return in the 
form of dividends. Thus most times we must require a higher rate 
than that which is possible by the Federal Land Banks which are free 
of this burden. 

Now, speaking to the F.L,B.'s higher rates, their avoidance of the 
Stat« usuiT laws, quite obviously the Federal Land Banks, in 7 and 
8 percent States with their new money costs, at times reaching I guess 
almost 8 percent — I do not remember wie figures accurately, during this 
recent period — could not reasonably be expected to lend in those States 
at or below the statutory limit if m fact their cost of m(Hiev and op- 
eration were in excess of this. This would not be reasonable to the 
other members countrywide in the system. 

But. if I may point out again, having heard the comment the other 
day in this hearing that it would not be proper for a Government 
agency to take action that might coerce any of the States into acUtm 
that up to then in its own judgment it had not seen fit to take, I sub- 
mit, sir, that by simply refraining and abiding by these State regu- 
lations during the short period that this did prevail, had long-term 
credit been severely curtailed it would not in my opmion have been 
disastrous. 

I further believe that an additional number of these States would 
have initiated corrective acdon and we all would have been able to 
compete. 
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Senator Allen. Yee. The point I was making, it seems a little in- 
consistent, does it not, to say that a land bank has a competitive ad- 
vantage because it can lend at too low a rate and say it the same breath 
that the land bank has a competitive advantage because it can lend at 
too high a rate. How do you re<K)ncile those two views? 

Mr. Fletcher. Well, the too low a rate is that permitted by its 
tax advantage in the competitive market against all lenders in the 
market. The too high a rate is in ratio to State usury laws with which 
all other lenders must comply. Mr. Chairman, frankly, I cannot draw 
a corollary between the two. 

Senator Ali.en. Well, now, in many States the usury law does not 
apply to corporation borrowers. 

Mr. Fletchek. This is true. 

Senator Allen. Well, is there any effort made by life companies 
to i-equire an individual borrower to incorporate his farm in ardee 
that a nigher rate of interest could be paid ? 

Mr. Fletcher. No, sir, had we desired to do this, which we did 
not, our legal department would have quickly shot us down. No, sir, 
this cannot be. 

Now, I am aware of the fact that in some States, the State of Illi- 
nois, for instance, where we are not active, that there was a rash of 
incorporation for the purpose of securing credit. I cannot answer 
whether any loans were committed to individuals contingent upon 
their becoming incorporated, but I would seriously doubt it. 

Senator Allen. Well, now, the practice pertains in some lending 
on real estate— I have in particular in mind shopping centers where 
the private lender will charge the maximum intM^et rate and then re- 
quire in addition an interest in the business or a percentage of the 
pTOfits; is that method resorted to in making farm loans as well? 

Mr. Fletcher, Sir, there has been a limited amount, but I challenge 
anyone in our business to do a great amount of this, to go out and 
dicker with a farmer and try to secure a portion of his earnings or 
equity position. 

Now on development loans we have done a very limited amount of 
this. It is almost insignificant. I am speaking of my company and 

Mr. IIoGAN. My company, Mr. Chairman, has not entered into a 
single venture of this nature. We have no intention to and we do not 
want to do it. 

Senator Allen. Now, when you spoke of 

Mr. HooAN. There is not that much cushion of profit in agriculture 
to permit anything like this in the second place. 

Senator Aujin. When you spoke of bringing credit in use, farm. 
credit in use now of around $30 billion in your budget 

Mr. Fletcher. Approximately. 

Senator Allen. You had reference to first liens on real estate? 

Mr, Fletcher. That is right. 

Senator Allen. So actually the present use of farm credit could 
be a figure much higlier than that when you take into account farm 
equipment and other uses of credit, the operating loan (m making a 
crop, which could run as high, possibly, as the real estate loan or in 
that vicinity ? 

Mr. Fletcher. Oh, indeed. I cannot quote an accurate figure— Da- 
mian? 
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Mr. HooAN. Na I cannot. 

Senator Aixen. This 80 billion could be double or triple that? 
Mr. HooAN. It ie 30 to date, I believft, sir. 

Senator Auxn. You are able to continue jour present percentage 
in this doubling of the ub& of credit. Actually you would omv be dou- 
bling your participation in real estate loans on the security first loans 
on property? 

Mr. Fletcher. That is right. We are tightly restricted by law. 

Mr. HoGAN. We are not in tne banking business, sir. 

Senator Allen. It really does pose a tremendous problem to those 

who are seeking to meet the needs of agricultural credit to provide 

the necessary machinery to take care of all the credit needs of tMs 

great s^;ment of our economy ? This is a big; job t 

Mr. FujrcHEB. It is a big job, sir, but State law precludes our in- 
vesting in this area, in the area of operating credit. 

Senator Allen. Yes, sir, I am not suggesting that you ^ould do 
it, no, sir. 
Mr. Fletcher. Right. 

Senator Allen. But that is to come from someone ! 
Mr. Fletcher. That is right, but over these many years, sir, I began 
in business in 1933 and have been in it consistently since that time, 16 
years in the field in the Pacific Northwest and since then in the home 
office. It has been my observation and the continuing observations of 
my people in the field over that time that these credit needs have in 
l^rge part — take away a few months during the very worst of this 
recent period — been adequately met. 

Senator Allen. Would it increase the needs of agriculturefor credit 
and with so much being needed to make the crop, the machinery that 
is necessary to have the related agricultural business activities using 
up so much of the credit available, the money available, would there 
not be enough available real estate loan business to take care of the re- 
sources that the insurance companies are willing to put into this invest- 
ment even if this bill should pass? Isn't there business enou^ for 
everybody that wants to help fill the credit needs of the farmer! 

Mr. Fletcher, Sir, as the credit needs have been projected by some 
who make a study of these things. Dr. John Brake and others, accord- 
ing to their projections it would seem to me that these credit require- 
ments might possiblv not overtax but would certainly fully iriilize 
the resources available for agriculture from all the competing lenders. 
I have been a long time— and I am a farm boy — my entire business 
career has been in this area of endeavor. To me it would be tragic if 
ever we saw the day when our people in agriculture were dependent 
on one or at least one dominant, totally dominant, source of credit. 

Now, I can look back over the years and I can cite to you a number 
of instances of farm families who, had they been dependent upon my 
considered judgment, upon my sole judgment, would not be the respon- 
sible, wealthy farm families they are today. 

My judgment erred in those instances, partially their success has 
been abetted by the times. But they were able to find oUier lenders who 
had either a little better insight than I or were willing to assume a 
little greater risk, and they found someone who placed confidence in 
them and have become successful, wealthy farm families t4>day. This 
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is the thin^ I fear from my own farm background, that their choices 
become limited. 

I have little at stake personally in the future of my industry in this 
field. I have 3 years to retirement this fall. But my concern for agri- 
culture far surpasses what I feel is my personal responsibility and 
concern even for my own individual company. Yes, I have a respon- 
sibility there, but I have a greater concern for the wide agricultural 
community in the years ahead. 

Senator Aixen. Yes, sir, I am sure of that, and I appreciate that. 
Now, does your company — and you are here more or less in two 
capacities, then, representing your company and your association; 
is that right? 

Mr. FLBrCHBB. Primarily, sir. I am here representing the Life In- 
surance Association of America and the American lAfe Convention 
but I will be pleased to answer any questions I can concerning my 
own company. I am speaking for the industry, sir. 
Senator Allen. Either way that you can. 

In a state such as Alabama, for instance, are the life companies ag- 
gressively seeking business in a state like Alabama in making farm 
loans? 

Mr. Fletcher. Sir, because there was considerable competition al- 
ready existing we have not developed the volume of business that we 
would have liked to have had in Alabama. Our account at year end 
stands at about three and a third million dollars. 
Senator Allen. Is that all life companies? 
Mr. Fletcher. That is just our Travelers account. 
Senator Allen. Travelers? 

Mr. Fletcher. Yes, I can give you an approximate figure for all 
life companies. It stands at around $50 million in Alabama. 

Senator Allen. How much of that business would be real estate 
sold on contract as opposed to newly originated loans? 
Mr. Fletcher. At this point I think relatively small. 
Mr. HooAN. I can answer this, Senator: in the case of my own com- 
pany we have not acquired a single farm in 31 years. This is a pretty 
good record. As a result there are no sales contracts. 

Mr. Fletcher. I incorrectly interpreted your question, sir. I meant 
how many had we refinanced. 

Senator Allen. Do you all have offices there? How does a man go 
about getting a farm loan from Travelers? Do you have an office that 
he would go and apply? 

Mr. FLTTrcHER. We do not have a mortgage loan office, insurance 
branch offices, yes, but we do not have a mortgage loan office in Ala- 
bama. We have a branch office in Orlando, Fla., a field man located in 
Macon, Ga., and a firm of timber consultants and agriculturalists lo- 
cated in Birmingham who do originate and develop business for us, do 
farm appraising and timber cruising and a minimal amount of the 
servicing. 

Senator Allen. Actually a borrower would not know, when he is 
seeking that loan, he would not really know Travelers. He would just 
go to a broker and say where can I get a loan on my farm and they 
will say well, we can line you up a loan possibly with Travelers or some 
other company ; is that the way he would work it ? 
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Mr. Fletcher. We would hope, sir, the broker would think of us. 
We also have a number of bank connections. 

Senator Allen. But you have no office, Travelers Insurance Co. 
farm loans, you have no such place of business as that in the State of 
Alabama. 

Mr. Fletcher. That is ri^ht. The nature of the business precludes 
too much diffusion. Now, while we do not have mortgage loan offices in 
Alabama, be assured that among the other companies there are, 
alt^ou^ I cannot recite these. But there are a number of mortgage 
loan cmces and representatives of the life insurance industry in 
Alabama. 

Senator Allen. Do they sometimes get the loans tlirough the life 
agent as an oflfdioot of a loan of a policy application «• vice versa ! 

Mr. Fletcher. Very rarely ; I can count on the fingers of my two 
hands the loans we have made during mj exp^ence that have been 
referred to us by our life agents. 

Senator Allen. And that is not usually a requirement that insur- 
ance be purchased ? 

Mr. FLETrcHHR. Indeed not, sir. 

Senator Allen. Well, now, on the matter of rural housing that you 
heard testify about, that would be housing, not neceasanly as a part 
of a policy, but housing in rural areas. Would thajt be uie type of 
business that would interest life companies? 

Mr. Fletcher. It does interest some life companies. We are not 
presently in the single residential business. Let me hasten to add we 
have a great many loans made by our company and the industry 
through the industry's commitment to the urban improvranent pro- 
gram, a billion dollars committed at the start, more recently increased 
to $2 billion. Many of these loans have gone into the re^dential area. 

Senator Allen. Now, actually the life company is really seeking a 
larger loan. A small loan of that sort on a rural house, a rural inai- 
vidual dwelling, that would not justify the paper work involved for 
a life company, would it ? 

Mr, Fletcher. One loan ? That is right — ^but let me hasten to add 
that there are a large number of life insurance companies — and I am 
sure in Alabama you have one or more local insurance companies that 
are there and better know the needs and we do in fact do much of this. 
Please remember that one company cannot possibly diffuse its activi- 
ties countrywide. But we are many companies, and the industry, I am 
sure, is serving in this area. 

Senator Allen, Thank you very much, both you gentlemen. I appre- 
ciate you coming to the committee. 

I will now a^ Mr. Earl Wilson to come up. He is our next witness. 

Senator Cooper, we are delighted to have you come before the sub- 
committee. There is a quorum of the subcommittee present, Senator 
Cooper, as you can see by looking around the table. So we are going 
to go ahead and proceed. 

We understand that you have a witness from your home State that 
you would like to present, and we are delighted to have vou here 
always wi(^ or without business before the committee, and we will 
now ask you, if you would, to present vour witness. 

Senator Cooper. Thank you, Mr. Chairman. 
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Let me say that I am ^lad to be here. I had the honor of aernng^ <m 
this committee for several years. We are very appreciative of this 
rommittee, too, for its recent help in our particular problem. 

Earlier this morning I came and not knowing that I would be back, 
I introduced these witnesses then, and then their accompaimng forces. 
If you do not mind, I know they wouM like to at there. I know they 
are not going to testify, but could they come up ? 

Senator Ai.len. Come up, gentlemen, if you like. 

Senator Cooper. Their names are already in the record. 

But Mr. Earl D, Wilson is the general manager of the Mammoth 
Cave Production Credit Association in Glasgow, Ky. 

Mr. D, C. Sherman is the general manager of the Cumberland Pro- 
duction Credit Association, Somerset, Ky., which is my hometown. 

I think they represent in terms of patrons the second or third, I 
believe it is, largest production credit association in the United States 
in terms of paper, 

I have also been informed of the successful operation of their asso- 
ciations; their losses are a minute portion of 1 percent. But you are 
giving them time to testifv. They have short statements. 

Senator Allen. Mr, Wilson, if you will proceed, please, with your 
statement. 

STATEHENT OF EARL S. WnSON, GEITEBAL HANA&ER, UAHHOTH 
CAVE PRODUCTION CREDIT ASSOCUTION, GLASGOW, KY. 

Mr. Wilson. Mr. Chairman and Senator Cooper : We are here repre- 
senting the three corporations and also representing the general view 
of the Fourth Farm Credit District of Ohio, Tennessee, Indiana, and 
Kentucky. 

We appreciate the opportunity to appear today on behalf of :&irm 
credit legislation of 1971. 

Our farm members are in favor and support Senate bill 1462 with 
one exception. Production credit associations need a longer term loan, 
and therefore recommend that section 2.4 on page 31, line 8, be changed 
to read "ten" instead of "seven." There are at least ten reasons why our 
intermediate tenn loan shou'd be extended to 10 years. 

1. Cost of farm machinery and buildings has followed the infla- 
tionary trend of our economy, therefore increasing in price at least 
25 percent to 30 percent, and in some cases much more than this in 
the past 10 years, and with net farm income remaining relatively 
constant it is absolutely necessary that a farmer take more time to 
repay his indebtedness. Likewise, increases in the cost of living and 
farm operating expenses have lessened the farmer's ability to reduce 
indebtedness. 

2. Farm analysis records in our association reveal that many 
farmers are expanding the size of their farm operation to remain 
competitive by using net earnings to build inventory of livestock 
and build inventory of machinery to replace labor which further 
reduces money available to the farmer to repay his indebtedness. 

3. Farmers that initiate a major expansion of their farm operation 
find in most cases that an adjustment period from 2 to 5 years is neces- 
sary whereby little or no reduction can be made on indebtedness due 
to unanticipated expense and lack of efficiencies until the farmers can 
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get the so-called "bugs" out of his operation. Most formers find it 
extremely difficult or impossible to liquidate their loan in the time 
remaining to maturity, in the time remaining the 7-year limitation is 
]u9t too abort. 

4. More restrictive health and sanitation rec^uirements have forced 
moat of our livestock operations to incur additional capital expense 
for liquid manure pits, et cetera, which, in most cases has not gener- 
ated any additional net income. 

5. L(»ins for capital purposes need to be repaid in line with their 
depreciable life, keeping in mind obsolescence. Assuming a farmer 
has sufficient earnings to repay a loan faster than its depreciable life, 
he must pay additional tax dollars in order to do so. Likewise, repaying 
a loan too slowly, for example on a farm building, could mean that 
the building would be obsolete before the indebtedness is retired; 
therefore, to repay a loan over a 10-year period would be a reasonable 
compromise on most capital investments on the farm. 

6. Farmers suffer economic setbacks tiiat do not necessarily reach 
disaster proportions such as with com blight, low hog prices, and 
reduced income from feed grain payments which may require several 
years to overcome, thereby placmg additional pressure on tie farm 
repaying indebtedness in 7 years or less. 

7. As credit needs have changed, legislation has been passed extend- 
ing the maturity of PCA loans. As you know, legislation was passed 
in 1957 extendmg our loan maturities to 5 years and in 1960 loan 
maturities were extended to 7 years ; therefore, we feel that tiie eco- 
nomic forces that have been in effect for the past 11 years have made 
it very essential to extend our loan maturities to at least 10 years. 

8. With the anticipated changes in the Federal land bank lending 
program and with this additional latitude in PCA loans, the demand 
for Farmers Home Administration credit should be lessened greatly 
which would be of national interest. 

9. Hecognizing that keeping more people in the rural areas is a 
worthy individual, organizational, and national objective, we feel it 
absolutely necessary to have a 10-year loan for mobile home loans 
and home improvement loans. This additional time is also necessary to 
compete effectively with other institutions that are extending credit 
for these purposes but in most cases at higher cost. 

10. Presently loans requiring maturities beyond 7 years are to be 
handled by the Federal land bank associations. Even though this 
appears quite acceptable and feasible, we want to point out the differ- 
ences in the abilities of the two organizations to serve the credit needs 
in this intermediate term cap. In our association area which is a 
reasonably typical area. Federal land bank serves eight counties and 
has one full-time office and two full-time employees of which one is a 
secretary. In comparison, the Mammoth Cave Production Credit 
Association serves nine counties which is almost identical territory to 
the area served by the Federal Land Bank Association. The PCA nas 
25 full-time employees and four part-time employees with six full- 
time offices. Federal Land Bank Association as of December 31, 1970, 
had 424 loans as compared to 3,604 loans being handled by oijr PCA. 

In addition to PCA providing more extensive field service, technical 
assistance in the form of full-time farm management specialists who 
act as consultants with the member-borrower is beginning to be sup- 
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plied by PCA. In many cases we work with the farmer planning the 
physical layout of his operation, cash flow projections, et cetera only 
to find in the first 2 or 3 years that he will not be able to liquidate the 
loan in 7 years thereby requiring refinancing. When the farmer 
refinances his loan in full he loses the technical assistance, counsel, 
and farm business analysis being offered by his PCA because such 
assistance is restricted to active members. 

I would like to inject one other point that is not in the content. 
We have learned in recent days of the intention of the Farm Credit 
Administration to allow us through successive renewals extend time 
a farmer may repay a loan for capital purposes. 

We recognize that the Farm Credit Administration recognizes the 
need for a longer term loan and the successive renewals we feel would 
be in some cases costly to the borrower, and therefore we feel that a 
long-maturing loan would be better, in our judgment. 

We respectnilly request the change in Senate bill 1483 changing the 
maximum maturity of PCA loans from 7 to 10 years as requestm by 
numerous of our members for reasons we just stated, so that the pro- 
duction credit associations of this country shall assist with one of the 
major objectives of our society which is, to maintain a sound rural 
economy, thus keeping more of our people in rural areas and provid- 
ing them with opportunities for a reasonable standard of living. 

Again, we emphasize that we support the bill in its entirety with this 
one exception, and we appreciate this opportunity to appear in be- 
half of the proposed farm credit legislation of 1971. 

Thank you. 

Senator Allen. Thank you very much. I appreciate your testimony. 

STATEHEITT OF SALBERT C. SHERHAN, aENERAL UAHAOEB, 
CUHBERLAin) PRODUCTION CREDIT ASSOCUTION, SOMERSET, 
KY. 

Mr. Sherman. Mr. Chairman, our statements are similar. I will not 
go into mine. 

I would like to point out one thing. 

Senator Allen. Yes, sir. 

Mr, Sherman. That is, we worked and became an association in the 
foothills and mountains of eastern Kentucky. The farmers are very 
small, most of them with 50 or 60 acres of cropland or less. It is essen- 
tial that we have a large volume of business in order to be able to 
serve the real small borrowers. We cannot do it on an income that is 
generated by making thousand- dollar loans. 

Through the extension of these loans to a 10-year maturity we can 
build bonds and give better service to the small farmer. 

That is my statement. Thank you very much. 

(Mr, Sherman's prepared statement is as follows :) 

There exists a great need (or increasing tlie maturity of Intermediate Tenn 
loans of Production Credit Associations in Eastern Kentucky from the present 
seven (7) year limitation to a ten (10) or twelve (12) year iimitation. There 
are many reasons For this needed change, a few of which I mention here. 

1. Lower net farm Income, as indicated by the parity radio of i««s 'than 70 per- 
cent, to reiiay loans of a capital nature. 

2. Inflation is greatly increasing tbe cost of construction and all otber t7pe8 . 
of farm Improvements. 
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3. Sbortafre of farm labor, at a price farmers can afford to per. Is fordnc 
farmers to mechanize at a very great expense. 

4. Constn]ctl<m of dairy parlors that will nie« the changing; health reqnlre- 
metits is becoming extremely expensive. 

5. Health requirements have forced farmers to build feeding faculties for bogs 
and fsttle tbat have Increased the cost of constnictloa. 

6. SilOs and ailage equipment are now essential for the smaller liveBtock op- 
erators to compete successfully with the larger operators. This is an expensive 
change In farming operations. 

7. Sound farming operations, today, require a great deal of knowledge, which 
moat of our Eastern Kentucky farmers do not have. We try to work with and 
advise these farmers through our County Representatives who are educated 
and trained in 8pe<dallzed fields of Agriculture, espedally dal^rlng, as well as 
sound credit practices. In order to keep this type of employee, we must d^end 
on a large volume of business, which can be built up only with large loans, re- 
qnlring perloils of more than seven (7) years to pay. 

8. Credit needs of farmers Is a changing requirement. Early In the history of 
Production Credit Associations, the maximum time permitred to repay a. loan was 
three (3) years. Legislation was passed, with the cbaaglng needs of agriculture, 
to permit loans to be made with five (5) year maturities. In 1060 a request was 
made to Congress for a ten (10) year loan. Due to objections, a compromise was 
made and a seven (7) year maturity was permitted for capital Investment loans, 
lliere has been no cbai^ie permitted In the maturity of Intennediate Term 
toans during tlie past eleven (11) years, even thongh the cost to farmers for all 
purposes has greatly increased. There is now a definite need for a. 10-12 year 
maturity intermediate term loan. 

9. The Agricultural Credit Commission, appointed by the Oovemor of the Farm 
Credit Administration, saw the need for and recommended, among other things, 
that Production Credit Associations be permitted tn make loans with matnrities 
of up to ten (10) years. 

10. I respectfully request, on behalf of the farmers I serve in Soatheaateni, 
Kentucky, that Senate BUI 1483 be amended to permit Production Credit As- 
sociations to make loans for capital pnrposes with maturities up to ten (10) 
years, with the ai;q>roval of the District Farm Credit Boartte. 

Senator Allen. Well, now the 7 years is the present law. 

Mr. Wilson. That is right. 

Senator Allen. It is not extended, just to seven? 

Mr. Wii£ON. Yes. 

Mr. Sherman. Senator Cooper compromised, I believe, seven. 

It has been 11 years since we have nad an extension. 

Senator Cooper, May I ask one question ? 

Would they tell the percentage of their losses that you t«ld me a few 
days ago ? 

Mr. Wilson, Mr. Chairman, in our association we have extended 
some $175 million since these organiations and lost $10,991. 

Mr. Sherman. We have lost a total of $17,000 and some $2, equiva- 
lent to two one-hundredths of 1 percent. I believe we know how to 
extend credit souniUy. 

Senator Allen. Extremely good. I congratulate you on thaL 

STATEUENT OF C. C. SIHONTON, CHAIRMAH OF THE BOASD, COOK- 
7ILLE PBODUCTION CKEDIT ASSOCIATIOiN, COOKVILLE, TEHH. 

Mr. SiMONTON. Representing the Cookville Association, it is lefis 
than two-tenths of 1 percent at this time. At the present time we have 
a little better than $40 million outstanding. That was a little better 
than 49. 

Senator Allen. It speaks well, not only of your association, bat of 
your borrowers. 

It speaks very well of your borrowers. 

Mr. Sherman. We have fine borrowers. 
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Senator Allen. Well, thank you very much, gentlemen, for your 
t^timony. 

And now our next witness is Mr. FuIIerton. 

This will be the last witness before lunch, and we will recess after 
hearing from Mr. FuIIerton until 1 :60. 

STATEMEHT OF BBUCE FVLLERTON, FULLERTON, INC., LAKE 
WALES, FLA. 

Mr. FuLLERTON. Mr. Chairman, I would like to preface my remark 
first to say I am not the employee of any Production Credit Associa- 
tion, nor do I serve on the board of directors of one or any farm credit 
land bank. 

My is Bruce FuIIerton. I live in Lake Wales, Fla. I am a 
citrus grower and have been for the past 25 years. I am also in the 
custom grove caretaking business, known as FuIIerton, Inc. 

The primary purpose of the custom caretaking business is to provide 
for my fellow citrus growers and myself services pertaining to the 
cultivating, fertilizing, spraying, irrigating, and all necessary prac- 
tices in fruit production. 

In recent years, throughout the State, agriculture has undergone 
many drastic changes. One big cliange is the need of capital for ex- 
pensive, sophisticated machinery. For this reason, it is not economically 
feasible for many growers to own and operate this expensive equip- 
ment; therefore, they require the custom services provided by me and 
other custom operators throughout the State. 

I must inject one of my spray machines, one unit costs $13,000. It 
takes a $6,000 tractor and a $4,000 truck and tank to keep it running. 
So you see the costs are high. 

Present farm credit law prohibits my production credit association 
from financing custom farm services, and the fact that you are pres- 
ently considering the 1971 farm credit legislation which would give 
Srmissive authority to PC A's to finance custom operators is my reason 
[■ being here. 

Many custom operators, I am sure, such as myself, need financial 
assistance to purchase this equipment which is necessary to provide 
farmers these services. (Jentlemen, I have reviewed the 1971 Farm 
Credit Act that is being considered and urge your favorable considera- 
tion of the new legislation and particularly to that portion dealing 
with financial assistance to farm related business, (Senate Bill No. 
1483, pages 48-49). 

I would like to finish my remarks by reminding those here and you 
that the agricultural family is still the backbone of this country. 

Senator Allen. Yes, sir, 

Mr. Fullerton. They provide the food and fiber that feed and 
clothe this Nation. Without that food none of us can survive. 

Thank you. 

Senator Allen. Thank you, Mr. FuIIerton. 

At this time we will recess until 1 :50, and the first witness will b© 
Mr, Bromley, and if he is not present then Mr. Joseph P. Gamer 
will be called. 

All right. Let us recess at this time until 1 :B0 this afternoon. 

(Whereupon, at 1 :15 p,m. the subcommittee recessed, to reconvene 
at 1 :60 p.m. on the same day.) 
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APTERNOOK SESSION 

Senator Au^n. The committee will please come to order. 
There ia a quorum of the subcommittee present. 
We will asK Mr. W. S. Bromley if he will please proceed with his 
testimony. 
Mr. Bromley! 

STATEHEIIT OF W. S. BBOHLET, EZECUTITE VICE FBESTDEHT, 
AHESICAK FUIPWOOD ASSOCIATION, NEW 70SK, H.T., B£FBE- 
SENTINa THE FOREST IHSUffrKIES OOUHdL 

Mr. Bromley. Senator, I am W. S. Bromley, executive Tlce presi- 
dent of the American Pulpwood Association. 

In presenting this statement I will brief portions of it and I woiild 
like to add a few remarks that are not in the statement. 

I am appearing before you to present the views of the Forest In- 
dustries Council on S. 1483, "Farm Credit Act of 1971". The Forest 
Industries Council is a committee representing five national associa- 
tions, the American Forest Institute, the American Paper Institute, 
the American Plywood Association, the American Pulpwood Associ- 
ation and the National Forest Products Association. 

These five associations represent a major portion of the industries 
in the United States that depend on forests for the principal source 
of raw material and their products include lumber, plywood, veneer, 
poles, piling, pulp and paper. 

Members associations of the council wish to record their support 
for those features of title I of this bill which provide for greater flexi- 
bility in making loans on forested lands, and which recognizes the 
high appraised value of forest land improvements, and related wood 
processing plants required to make tree farms contribute their full 
share to the rural economies of the forest regions of this country. 

We are not commenting on other portions of the bill as it is very 
long and we have not had time to study all of the other features and 
are not certain they apply to our particular concern with extension of 
credit to forested farm lands. 

When Senator Talmadge introduced this bill on April 5th we noted 
with interest that he cited the average value per acre of agricultural 
land as being $193. He also referred to the fact that in 1970 farmers 
owed a total of over $55 billion in both mortgage and short term debt, 
and that this sum may increase to as mucn as $137 billion by the 
year 1980. 

The average value per acre of all forest land in the United Stetes 
would be appreciably lower than the $193 cited for agricultural land, 
but the spiraling need for credit by managers of farm woodlots, tree 
farm operations and forestry operations m general is just as great 
as it is for agricultural lands in general. 

We list here in our statement some of the factors that are pertinmt 
to this need for credit, and they are very much the same factors that 
have been pressing on agriculture and operational cost increasing^, 
real estate costs going up, taxes go up, investing more in machinery 
and equipment, the overall demand for pulpwood increased. 
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I mention here in this statement that the national banks under the 
Federal K^rve Act used to loan only up to 40 percent of the martet- 
able value of the timber. We as^d in 1964 to have this extended and 
tiie Congress did extend that to 60 percent of the growing timberlflnd 
and improvements, but the longer period under the National Bank 
Act there would only be 10 to 15 years. This of course is inadequate 
where timber crops have to mature. 

Even the current farm credit program with its longer terms and 
more favorable rates of interest and amortization is more adaptable 
to the credit needs of tree farming operations. Unfortunately it has 
specific requirements which automatically eliminate many forestry 
enterprises which are incorporated and which develop income from 
several activities other than farming. I refer specifically to the re- 
quirement that a corporation applying for a loan must earn at least 
50 percent of its income from "farming" operations. ( 12-TJSC-771- 
par. 6) 

While this seems reasonable it does rule out many corporate forest 
owners of all-size acreages who derive most of their income from 
activities which do not meet the definition of farming, ranching, or 
related programs — yet which may be a vital elemrait in the rural 
economy of their community. 

Senator, I was discussing this statement and also part of the bill 
with my counsel this mommg, and in spite of what I have here in 
the statement I am still concerned over one or two words that are in 
the bill which I do hope that the committee report clarifies or if 
possible the wording itself can be changed. I refer particularly to- — 

Senator Allkn. We are glad to have your suggestions, 

Mr. Bromley. I refer particularly to section 1,9 where it refers 
to security under the act. It is on page 9 of S. 1493. It says there : 
"Loans by the Federal Land Bank shall be secured primanly by in- 
terest in real estate." 

Well, when I asked my counsel this morning what does the term 
"primarily" mean to him he said first offhand it means more than 
half. I.do hope this is not the interpretation of Congress in writing 
this act. If it is we are getting right back into the problems as far 
as corporations are concerned, who must have one-half or more of 
their income from farming operations. This is the thing we find that 
is inadequate for the current act. 

Even more, I fear that such a strict interpretation of the word 
"primarily" would rule out many people, many individuals who are 
f armere who, for some reason, gain a major share of their income from 
activities other than farming and yet they could not indulge in either 
fanning or farming investment enterprise because of a strict interpre- 
tation of that word "primarily." 

I do not know what the intent was on that word. All I am saying 
is I do hope it be expanded, and I would suggest possibly a word like 
"substantially" which would cover the situati<Mi for both large and 
small, leaving the interpretation in the final decision, of course, as it 
is indicated. 

But I am concerned over the word "primarily" and do hope "sub- 
stantially" is used in its place or that the explanation of "prunarily" 
is explained and interpretation has to be interpreted reasonably. This 
is our only hope. 



-dhyGoOt^le 



406 

One example of this discrimination a^inst forestry was brou^t to 
Senator McGovem'B attention as chairman of this subcommittee by 
letter of May 12, 1971, by Mr. John C, Hampton, president of ih» 
Willamina Lumber Co., of Portlandj Oreg. I have a copy of this letter 
and would appreciate this letter bemg made a part of the record of 
this hearing. 

Senator Au-bn. Without objection, so ordered. The letter will be 
included in the hearing record. 

Mr. Bkomlet. Thai& you, sir. 

{The letter referred to for inclusion in the record follows:) 

FoBiLAiTD, Obbo., Maff 12, 1971, 
Skitatiw Oecsoe McOotern, 

Chairman, Siibcommittee on AffHtmltural Credit and Rvral Eleotriflcation ( Care : 
Mr. Cotys MooBer, Chief Cleric), Senate Offlce Building, WaaMmgton, D.O. 

Deab Sbnatob McQovebn : Last renr we were Involved In a loan appUoatlMi 
with the Federal lAod Bank of Spokane for tbe pvpose of serurliig loiig-t«m 
flnatidtig to malce possible an expansion of business OHmrtaaftles a^LllaUe to 
onr company, and in particular to permit tbe investment required to produce 
long-term benefits to our 23,000 acre tree farm. 

Tree fanning is Uke any oUier farming except for the difTeroice in the crop 
cycle. Modem technology and Forestry sciences make possible vnstly Increased 
supplies of wood fibre, but it is necessary to Invest signiBcant amonnta of money 
on a long-term bads In order to get continuing results. 

Due to tbe lending restrictions under wbich the Federal lADd Bank was, and 
Is operating It was mandatory for us to undertake a corporate reoi^anlBatlon 
which took many months, thousands of dollars in legal fees and other ndlatenl 
expenses In addition to a ruling from tJie Internal Revenue Service giving itn 
blessing to the reorganization. 

It Is my understanding that SB 1483, on which you are scheduled to hold 
hearings May ITth to 20th, will eliminate such impediments to Indostrlal tree 
farming opportunities. We urge your careful con^deratlon of this bill and hai)e- 
full; a favoraMe report from your cmnmlttee. 

America has millions of acres of potentially productive land that wl'I produce 
a significant increase In the wood si^ifily that Preaideat Nixon's task force, 
nndertalcen by Robert Mayo, has determined will be critically needed In jesn 
ahead. 

It is my view that passage of SB 1483 would create a ^gniflcant OM>ortnn!ty 
for these wood lands to becMue more productive through the use oF l<xiK-term 
borrowing without the current restrlctlcHis tinder which the Federal l4ind Bwk 
must operate. 

Tours very truly, 

John C. Haicptoit, 
Pre^dent, Willamina Lumber Company. 

Mr. Bromlet. It provides a clear-cut example of why our industry 
supports S. 1483 — I say clear-cut — but I am ^ill concerned about tike 
wording because of the section 1,9 under security. 

It is our belief that the improved features of title I of this bill will 
help provide a greater range of credit to meet the long-term charac- 
teristics of managing forest lands and wood-[>rocessing industiiefl in 
ruraJ communities. We rec<»nmend that you give S. 1483 your fiivor- 
able consideration. And also I hope that you include my c<xnmBnts 
remirding section 1.9. 

Senator Ai-u^n. Yes, sir, they will be included. 

We appreciate your testimony, Mr. Bromley, and appreciate the 
suggestions you have made and the subcommittee and the full commit- 
tee will give serious and careful consideration to your teetimcHiy and 
your recommendations. 

Mr. Bromlet. Thank you very much. I appreciate it, Senator. 

Senator Allen. Mr. Gamer, please. 



i.y Google 



We shall be glad to hear your testimony at this time, Mr. Gamer. 
Please proceed. 



You nave a prepared statement, I believe. 
Mr. Garner. Yes, sir. 



STATEHENT OF JOSEPH P. OAKHER, UANAGEB, FEDERAL LAHD 
BAITS ASSOCIATIOir, PRESTON, IDAHO 

Mr. Garner. Thank you gentlemen for the privilege of expressing 
our views favoring the passage of S. 1483 concerning our farm credit 
system. 

I am Joseph Gamer of Preston, Idaho, manager of the Federal Land 
Bank Association of Preston. Our association is owned by 981 farmers 
and ranchers of five counties in Southeastern Idaho — Franklin, Cari- 
bou, Bear Lake, Oneida, and Bannock, These owner-borrowers are 
using $22,900,000 in land bank credit service. 

In 1947 I was employed as a land bank appraiser to appraise farm 
property for lands to be made by the Federal Land Bank of Spokane. 
In 1956 I was employed by the Federal Land Bank Association of 
Preston as an assistant manager and appraiser-fieldman. In June of 
1963 I was elected manager and have served the association in this 
capacity ever since. During this period I have noted an ever-increased 
demand and need for sound mortgage credit for the farmers and 
ranchers of the area served by our association. This trend is continuing 
today. 

The board of directors of our association consists of five members of 
the association who are actual farmers residing in our territory and 
using land bank credit service. They are elected by the other members 
of the association to represent them in the management and operations 
of the association. The board of directors and I have studied S. 1483 
and its general provisions and we believe, if it is enacted, it will op- 
erate to the general benefit of agriculture. Our studies, of course, have 
concentrated on title I and the other provisions of the bill which re- 
late to the land bank system. We endorse these portions of the bill in 
their entirety and believe that they will strength the land bank syst^n 
as a farmer-owned farm mortgage system. This bill will enable it to 
meet the ever-increasing needs of agriculture for mortgage credit on a 
sound basis. 

We would particularly like to emphasize tie importance of those 
provisions of title I which would enable the land Imnk to selectively 
delegate loan appraisal authority to the land bank associations. The 
association board, in turn, could then delegate to the manager of the 
association greater authority in the loan-making process. Adoption of 
this delegated authority would further develop the associations as 
stronger and more responsible institutions in our cooperative credit 



As you know, at the present time no land bank loan decision can be 
given a farmer until after the association's loan committee has ap- 
proved the amount and terms of the loan and then sends the case to 
the bank for review and final approval. This results in unnecessary 
delays and duplication of work and effort; all at the expense of the 
owners and users of the system. In our case, the bank is located about 
650 miles from our office and from the location of the farm on which 
the loan is to be made. We feel that our association is ready, able and 
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capable of assuming and dischaiving full responsibility to our mem- 
bers and the system in this regard. Not only will this added authority 
and responsibiiity improve our credit service, but it will tend to in- 
crease the borrower participation in the operations of our system since 
the elected directors of the aaeociation will have greater re^mnsibility 
in the lending operatimis of the system. 

Safeguards against abuse or inadequacy on the part of any associa- 
tion or manager are providul in the bill. Lending under delegated au- 
thority would be limited to such terms and conditions as the bank 
deemed appropriate and could be revoked whenever necessary. All ac- 
tions by the tank and associations would be under the supervision of 
the Farm Credit Administration. 

In summary, we believe the enactment of S. 1488 would be extremely 
beneficial to American agriculture and the farmer-owned land bank 
system. The provisions of the bill, which would enable the FedenI 
land bank associations and their managers to play a greater and more 
important part in the lending process of the land buik system under 
delegated authority, are particularly important and should be adopted 
at the earliest date possible. 

Our association can and will accept this added responsibility and 
discharge it with distinction to the benefit of our members and the land 
bank s^item. 

Again, may I express my appreciation for the opportunity to present 
our views on this most important legislation for your consideration. 

Thank you. 

Senator Allen. Thank you, Mr. Gamer. I appreciate your ap- 
pearance before the committee and the testimony that you have given. 
The subcommittee and the full committee will give serious considerar 
tion to your views. 

Thank you very much for your appearance. 

Mr. Wheeler G. Fo^ee, Jr. is our next witness. 

We are delighted to have you. Come up, Mr. Foshee and Mr. Murrah 
of Ozark. We are certainly interested in finding out what the farmers 
in Alabama and those engaged in agriculture, in agribusiness through- 
out Alabama and tliroughout the country think about this pendmg 
legislation, the need for it, and how the legislation will accomplish 
the goals and needs of our farmers. We are very much interested in 
hearing your views, Mr, Murrah's views, and we are certainly going 
to give serious consideration to the views that you express and the 
recommendations that you make to us today. 

I want to say to the other members of the committee and for the 
record that I have known Mr. Foshee for many, many years and know 
that he is an outstanding citizen, not only one of our outstanding 
farmers, but is an outstanding businessman and an all-round good 
citizen. We have the same opin'on of Mr. Murrah of Ozark. We do 
commend to the committee, and for record, their testimony. 

If you will proceed at this time, Mr. Foshee. 

fflATEHERT OF WHEELES 0. FOSHEE, JE., BED t.f.vkt.^ aj ,/^, 

Mr. Foshee. Thank you, Senator. 

This kind of remark might sound like a mutual admiration society 
around here, but we farmers in Alabama, particularly rural people 
in my State, would have me to say this to you, Senator. We apprecdate 
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the fine job that you have been doing in the U.S. Senate on behalf 
of the farmers and rural people in Alabama in representing us in 
the U.S. Congress, We think you have done an outstanding job and we 
would ] ike to take th is opportunity on the record to thank you. 

Senator Allen. Thank you very much. We appreciate your kind 
words. The Senate Agriculture Committee is composed of Senators 
who are dedicated to serving the best interests of agriculture, and we 
feel that by doing that we are serving the best interests of the Nation 
because it is getting to be increasingly a problem in this country to 
provide sufficient incentive for the farmers to produce the necessary 
food and fiber for furnishing the needs of this country and much of 
the free world. 

Mr. FosHEE. Very true. 

Senator Allen. That is our job to do. So we are happy to work 
with the committee and the agricultural leaders of the country in 
trying to work out some method of providing a fair and equitable 
system of providing the much-needed additional credit that is needed 
by agribusmess in this country. 

Mr, FosHEB. That is very true, Senator, and thank you very much. 

I am a farmer from Red Level, Ala., and I am appearing here in 
support of Senate bill No, 1483. 

If passed, this bill would amend the Federal Farm Loan Act and the 
Farm Credit Act, and would permit production credit associations 
to furnish farm-related services to farmers and ranchers. These serv- 
ices, including basic processing and marketing, are necessary to agri- 
cultural production and efficient operation. 

I want to express my apreciation for the privilege of appearing be- 
fore this committee. If I may begin with some personal information, I 
operate a partnership with my brother, Senator, whom you know 

Senator Allen. Yes, indeed. 

Mr. FosHEE. In the production of cotton, peanuts and hogs. In addi- 
tion, we perform related services for farmers by operating facilities 
for drying, shelling, and storing peanuts and by providing a market for 
peanuts in our area. 

I am a member of the board of directors of the Ozark Production 
Credit Association and for many years have obtained funds needed for 
production purposes from that association. Since this association is 
not authorized by law to provide funds for the buying of peanuts and 
operation of the drying and market'ng service, it has been necessary 
for us to obtain funds from other sources, usually at distant cities. 

We believe it is essential that production credit associations be 
legally empowered to finance such farm-related activities as are in- 
volved in providing service to the agricultural industry. Changes 
in our agricultural economy, such as mechanization, expansion of the 
scale of operations, added legal recjuirements, et cetera, demand the 
reevaluation of concepts upon which the Farm Credit Act of 1933 
was founded. No longer can agricultural financing lag behind busi- 
ness and industry. Financing techniques must be as modem as manu- 
facturing techniques ; agricultural financing must be as sophisticated 
as any commercial financing, 

Mr. Chairman, we believe that production credit associations can 
do the job if you will give fhem the tools to work with. We are here 
today to plead for your support. 
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Daring the past decade there has been a complete revolution in 
farming techniques in our area. For example, while the growing 
and handling of peanuts was at one time done by hand labor, changes in 
the production and marketing methods now require complete mecha- 
nization from planting to marketing, using new concepts and tech- 
niques which has resulted in peanuts^ecommg the Ko, 1 cash crop in 
our area and making our community a better place in which to lire. 

For the avera^ farmer, custom drying and shelling facilities 
are a necessity because of the lai^ amount of mon^ required 
for machinery and operating costs. Likewise^ it is necessary that cen- 
tral storage and marketing lacilities be made available to assure the 
orderly movement of the product and to obtain fair prices for the 
farmers' goods. 

These facilities also are expensive to own and to operate, so 
reasonable and dependable iinancing must be available. 

This is why the provisions of Senate bill 1483 are so important to us. 
Mr. Chairman, we believe this bill is the most important lenslalicai 
to come before this Congress. Indirectly, as you Know, it affecte all 
citizens in this Nation and is vital to an abundant supply of food and 
fiber for the benefit of all mankind. 

I would like to thank you for the benefit of appearing before you, 
especially since you are presiding over tliis conmuttee. 

Senator Allen, Thank you very much, Mr, Foshee. 

Mr. Murrah, would you like to make a statement at this time! 

STATEMENT OF A. W. HTTBRAH, OZABE, ALA. 

Mr. Murrah. I have no prepared statement. But I would echo what 
Mr. Foshee has s^d very conscientiously that we feel that the Farm 
Credit Act of 1933 has come a long ways and we have done lots of 
things with it, I think. It is like anything else, though, that gets 37, 
38 years old, it begins to get a little bit out of date. And Mr. Foshee 
said, with the new concepte in farming and the extremely higt 
cost of machinery that is needed in operations such as this, that t£iB 
new le^slation is just almost a must to be able to really serve the 
needs ot the farmers in our area and in all areas. 

Senator Allen, Well, with only 5 percent of tJie people today 
living on farms, if it was not for agncredit the agricultural com- 
mtmity could not have done the outstanding job that it has done in 
recent years. It is just about as essential as farm machinery ; is it noti 
It is machinery in a way which enables you to do the job. 

Mr. MtTRRAH. You would think possibly that because of the con- 
centration of crops in certain areas that there might be as many fatal- 
ities as there ever were, but you know cotton gins, for instance, 
Wheeler has two cotton ^ns, outside of his, where m the world a man 
go to ^t a cotton gin ? Same with the peanut drying machine. It is 
essential these things be done and they be done on terms that he can 
live with. 

Senator Allen. It has been estimated that the farmers aS thia 
country owe around $55 billion in long and short-term loans, but that 
by 1980 it is going to be necessary, if agriculture is to do the job that 
it must do, that there be available a totel of around $157 billion In 
1980. But now under the present setup of the farm credit EFystetn could 
this money be made available for the agricultural ecoruaaj of tiic 
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country ? Is it sufficiently tuned to present-day conditions, to present- 
day requirements to accomplish the job without additional legislation ! 

Mr. FosHEE. I do not think it is, Senator. I think without the enact- 
ment of this piece of legislation here it would be kind of like driving 
a Model T Ford down one of these super highways. That is just to my 
mind a simple parallel, but it is very true. I do not think we can 
possibly do the job without enactment of this legislation. 

It brings to mind a prior witness this morning who testified from 
an insurance company angle. From a farmer's standpoint we are not 
trying with this piece of legislation to restrict the insurance industry 
from lending money to the farmers. We would really love for them to 
loan money. 

Senator Allen. Enough to demand private and public lenders! 

Mr. FosHEE. That is exactly right. They have a part to play, and 
this bill does not restrict any individual farmer or group of farmers 
from bargaining witii a corporate insurance company or New York 
Life or anyone else they want to borrow funds for their operati<Ki. 

However, I would have to beg to disagree with the gentleman's testi- 
mony this morning when he made the statement that this bill would 
stop there, and when I say there, the insurance companies from making 
any loans to farmers or ranchers. I do not think that would be the 
case, I surely dont. This bill would give the farmers more of a com- 
petitive position to bargain with insurance company people, produc- 
tion credit folks. Federal land bank, bank co-ops and others. 

As you know, not very long ago — Wwidel here is the president of 
the Ozark Producticm Cfredit Association. We were chai^ng around 
9 percent interest, which is pretty high, but we had to do it. There is 
nothing else you can do when it is short, as you know. The more com- 

Setition we have, from insurance companies than anybody else who 
emand money— the more suitable rate of interest they are going to 
get. We need some cheap money, we certainly do. 

Senator Allen. I am glad interest rates have declined some in the 
last year and we hope that they continue to go down. 

Mr. FosHBB. Me, too. 

Senator Allen. That is something the whole economy needs. 

Now, do you find that private lenders are aggressively seeking farm 
loans or do they go out seeking them or do you nave to run them down ? 

Mr. FosHBE. You have to run them down and usually the rate of 
interest is pretty steep. I have not had any lending agencies in the 
private sector to run me down. We use lots of money, have to borrow 
lots of money to stay in operation. I have not had anybody other than 
a few banks. I have had a few banks that want to lend money but they 
charge interest, too. In our operation we have to borrow a heck of a 
lot of money to buy peanuts and cotton from farmers. If we could only 
borrow money from the Production Credit Corp. most of the time at 
a cheaper rate of interest than the banks — I am not saying the banks 
are all bad. We need the banks and insurance companies and we need 
this bill. 

Senator Allen. We had some representatives of production credit 
associations who testified ]ust before the recess, and two of them testi- 
fied to the effect that their losses over the period of the last few years 
had run about two one-hundredths of 1 percent. What is the record 
there of the Ozark Production Credit As9ociati<m ! 
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Mr. MuBRAH. Because of one particular loan, about 1.1 percent. Out- 
side of that les than two-tenths of 1 percent. We had one unfortoiutte 
accident many years &^. But I think you could find that over the 
country that that is going to be a pretty fair indication of t^e record 
of Pnxluctirm Credit Association. I do not think you would find any, 
as far as I know — of course I do not know all of them certainly — bat 
I do not know of any Production Credit Associations that have gone 
into an excesive loss situation at all. They have had a rery good recx>rd. 
Senator Allen'. That speaks well not csily for the management of 
the Production Credit Association, but for the soundneee orthis pres- 
ent system that we have, plus the good debt^paying attributes of the 
borrowers- 
Mr. MtJBRAH. It speaks better for the farmers than it does for ns. 
We can attribute the success we have to the good people we deal with. 
They are just inherently honeet peopK 

Senator Allen. The whole farm credit syston now is owned by the 
farmers; isn't it? 
Mr. McRRAH, Yes, completely. 

Senator Allen. T^e Government does not have any stodk at all ! 
Mr. FosHEE. Which is all mighty good, Senator, since 1933, beca 
you remember the thirties. 

Senator Allen. Yes, I remember them quite well. 
Mr. FosHEE. We have come a long way. It speaks well for the farm- 
ers and ranchers of the United States. One of the greatest success 
stories that mankind has ever known^ it is a real shame the people of 
the cities of this Nation do not realize it. They do not realize how cheap 
they are getting food as compared to some other countries, what part 
of their income they really pay out for food and fiber that the ffurm- 
ers of this country provide. I do not know what the figure is. I guess 
it may be 15, 17 percent of per capita percent goes for food and noth- 
ing, something, maybe 20, that is extremely g«>d I think as compared 
to some of these other countries throughout the world where about 75 
percent of their total income goes for food and clothing. 

Senator Allen, The farm credit system has played a part in mak- 
ing that possible ? 

Mr. FosHBB. I would say one of the most important parts of it. If 
it was not for this present system being enacted back in the thirties or 
whenever it was, I do not know what we would be up against these 
days, really. 

Senator Allen, Thank you very much. I appreciate you appearing 
before the committee and giving us the benefit of your views. Both of 
you have been excellent witnesses. 

You feel that you are speaking for the great majority of the farm- 
ers of the State of Alabama ; is that correct, gentiemen ( 
Mr. FoSHEE. Yes, sir. 
Mr. MuRRAH. Yes. sir. 
Senator Allen. Thank you again. 
Now we move on to our next witness. 

Mr. Harmon, before you start with your testimony, Senator Ellen- 
der stated that he had hoped to be here to hear you testify and to 
present you to the committee, and he sent his regrets with respect to 
not being here for your testimony and also Mr. Itobert Qaumitz' 
testimony. He is in conference — in a conference committee on imnilig 
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out the differences between the House and Senat« versions of sup- 
plemental appropriation bill which passed just last night. As jou 
know, he is chairman of the Appropriations Committee, but form- 
erly was a very distinguished chairman of the Agriculture Committee. 
He had to give that up when he took the chairmanship of the Appro- 
priations Committee. 

He did want particularly to be here when you and Mr. Gaumitz 
testified and wanted to present you, and he sends his regrets in not 
being able to be here. ■ 

If you will proceed, please, Mr. Harmon. We are ready now to hear 
from you. 

You have a prepared statement, I believe. 

Gx> right ahead. 

STATEMEHT OF CLARENCE 0. HARHOH, JB., PBESIDEHT AHD 
UANAGER, 0FEL0U8AS FRODTJCTIOH CREDIT ASSOCIATION, 
OFELOnSAS, LA. 

Mr. Harmon. Thank you, Mr, Chairman. 

My name is Clarence O. Harmon, Jr. I am president and manager 
o£ the Opelousas Production Credit Association located in Opelousas, 
La. My association provides financial services to farmer-members 
in five parishes adjacent to Opelousas, La. 

We are under the supervision of the Federal Intermediate Credit 
Bank of New Orleans which has supervision over 26 production credit 
associations in the States of Alabama, Louisiana and Mississippi, com- 
prising the Fifth Farm Credit District, I am here in the interest of 
all 26 associations to urge the passage of this farm credit legislation. 

W© are vitally interested in the enactment into law of all phases of 
this legislation ; however, I would like to testify today in support of 
section 2.16 of Senate bill 1483, entitled "Other services." 

This section provides that: 

Each production credit association may provide technical aasistance to bor- 
rowers, applicants, and members and ma; make available to them such finan- 
cial related services appropriate to their operations as Is determined (eaalble, 
under r^ulations prescribed by the Farm Credit Administration. 

In the Fifth Farm Credit District, we provide agricultural financ- 
ing for 17,939 fanners who are members and owners of the associa- 
tions. During 1970, peak outstanding loans of the district amounted to 
$280,262,228. As you can see from uie number of farmer-members, a 
large proportion of the farmers in this district have small or medium- 
size oi^erations. For this reason and because these farmers are dis- 
persed over a wide territorial area, it is extremely difficult for our 
members to obtain many needed, financially related services, which are 
essential to the profitable financial management of farms. 

Furthermore, since these farming operations are individually owned 
and operated in most instances, it would be extremely difficult and ^- 
pensive for them to obtain such services on an individual basis. 

As a specific example, we believe the fanners are entitled to the bene- 
fits of the Keogh bill. We estimate there are thousands of farmers and 
more thousands of emiiloyees who do not now have retirement bene- 
fits, or do not have satisfactory and adequate retirement benefits. In 
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our opinion, the associations can provide a real service to the fitrmeis 
and tneir employees by assisting them in obtaining retirement cover- 
age according to the provisions of the Keogh bill. 

The Keogn bill permits self-employed persons and their employees 
to establish retirement plans and to set aside and deduct a specified part 
of current earnings for use as a retirement fund in the future. For the 
employer, these funds are limited to 10 percent of current earnings or 
$2,500 per annum, whichever is less. Contributions for employees 
would be based on the same percentage as provided in the plan for the 
employer. 

These contributions to the plan are exempt from taxation, provided 
the plan meets with the requirements of the United States Treasury 
Department. Retirement benefits paid out under the plan plus any in- 
come from such funds is taxable at ihe time it is paid out to the 
participant. 

The law imposes certain restrictions to protect employees in con- 
nection with the administration of the retirement funds. In addition, 
any plan that may be established under the provisioiM of Senate bill 
14S3 would come under the supervision of t^e farm credit adminis- 
tration and be subject to rules and regulations and directives of the ad- 
ministration. 

If this bill is enacted into law, we believe that thousands of farmers 
and their employees will benefit from services the Association will 
be authorized to perform for farmers. 

Before I close, Mr. Chairman, I would like to add to this printed 
statement that our particular PCA can only apeak for ourselves — 
but about 3 years ago I made a survey and we have about 40 percent of 
our members age 40 and under. So I think this, as far as our particular 
PCA, would curb this criticism about the system does not help young 
farmers. 

Senator Allen, That is one of the things that the bill is designed 
to remedy, to help young farmers. 

Mr. Harmon. We have one director who has served a 3-year term 
and he is only 30 now. 
Senator Axlen. That is bringing young people in, then ? 
Mr. Harmon. We wUl try to. 

In closing I want to thank the committee for the privilege of hear- 
ing my statement and urge the committee to do everything possible 
toward the enactment of this bill into law. 
Thank you very much. 

Senator Allen. Mr. Harmon, I appreciate your cominjt before the 
committee and giving us the benefit of your views on this proposed 
legislation. 

I might say on the matter of the Keogh bill, would it not be possible 
to add those provisions to this particular bill ? This would be a revenue 
measure which would have to originate in the House of Representa- 
tives? 

Mr. Harmon. Mr. Chairman, I think that we could, as another serv- 
ice, as one of the other services possibly we could have some plan to 
prove with an insurance company, whatever it would be, and we could 
fust get them like the credit life insurance. 

Senator Allen. Yes, that would be fine. The point I am making, 
it would have to be authorized under a bill originating in the House. 
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The Senate would be empowered to add a provision of that sort to any 
House bill that had gone through the Ways and Means Committee 
of the 'House. But under the Constitution, which in some of its aspects, 
is still recognized here, the revenue bill must have its origin in the 
House. But any revenue measure that comes over to the Senate that 
could have any other type of revenue measure attached to it. But the 
present bill we could not tack those provisions on. Certainly it would 
seem that the self-employed service snould have the same sort of bene- 
fits, being able to pay into a retirement fund, someone who is salaried 
or working for a living for someone else should have. 

We appreciate your suggestion and certainly it is an interesting 
one and one that I am sure the committee will be mterested in studying 
further. 

Thank you very much. 

Mr. Harmon. Thank you, Mr. Chairman. 

Senator Auj:n. Our next witness is Glen Harder of Mountain 
Lake, Minn. 

Please proceed, Mr. Harder, with your statement. We are ready to 
hear from you at this time. 

Mr. Harder. Thank you, Mr. Chairman. 

STATEMENT OF QLES HARDER, MOUlTrAIH LAKE, MINH. 

Mr. Harder. My name is Glen Harder. I come from Mountain 
Lake, Minn. My personal background is that of college graduate in 
economics. I began farming in 1959. I feel like I am that other side, 
the young individual who is struggling and who does not have it made. 
I speak of the farmers back home whom this bill is directly affecting. 

I am a fanner borrower and the type of farm operation I run is 
that of being a corngrower, a turkey raiser and prcKiucer of founda- 
tion hatching turkey eggs. 

I had 1 year with the local bank and 12 years with the Production 
Credit Association. 

I would like to si)eak directly regarding section 2.16 '(other services) 
of S. bill 1483. I would like to give reasons and illustrations why this 
section is an important part of the passage of this farm credit bill. 

Regarding this area of other services, I have used PCA's Agrifax 
farm accounting methods for the past 5 years. I have found them in- 
creasingly helpful in planning my credit needs and finding areas 
where my investment will bring the best return. I used Agnfax to 
prepare a cash ilow statement for the coming year, and to concisely 
evaluate the depreciation on farm machinery. I use the depreciation 
schedule as a tool for making trades with farm implement dealers. 

For me, one of the most helpful areas has been the enterprise ac- 
counting. It is my opinion that one of the major problems facing 
farmers for the past 20 years is the fact that most farmers do not 
know what it costs them to run their operation. Too mMiy farmers 
continue to farm the way they did in the past because the combin looks 
about as full as it did the year before. But they have no idea how much 
it costs them to produce this bushel of grain or pound of meat. If 
modem agriculture is to use credit intelligently, it must have the facts 
available to individual fanners making these decisions. 

By comparison I used another accounting service for a year before 
starting on Agrifax. The inadequacies which I found with the other 
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service were : it was issued quarterly instead of monthly and it was 
lat« in arriving for tax purposes. However, the major shortcoming 
was that there was no personnel available to interpret the data that 
I was receiving. 

With Agiifax I have the PCA personnel helping me interpret die 
information in a way that is relevant to my farm operation. Agrifaz 
also provides my PCA with records to prove my credit wortEiness. 
This in turn helps me. 

I Jirmly believe that in the area of credit one should find available 
as many supporting services as necessary to make the extension of 
credit sound for both the lender and the borrower. It is precisely in 
this area of "other services" that we can most help the analler one- 
and two-man family farm run a successful operation. If we really care 
about him we can provide him with people who can provide informa- 
tion and services for the sound use of farm credit. iJirge farm opera- 
tions will make it a point to find these services elsewhere, but the past 
has shown us that small farmers do not. 

Three years ago I made a change in my farm operation which was 
based to a veir large extent on the information provided by Agrifax. 
Before 1968 1 had l^en running only turkey laying hens and prraucing 
commercial hatching eggs. I was presented with the opportunity <rf 
having a foundation e^ laying flock which would be half the size of 
the laying flock I was running now. I would then grow the birds which 
would lay these eggs myself. 

Looking at my past Agrifax flock records and projecting the new 
proposal, I felt that the new method would be more profitable tiian the 
old one. Time has proven this to be true. The firm Ni<^olaa Turkey 
Breeding Farms, Sonoma, Calif., with whom I am a flockowner, 
wanted to know what my financial position was. After lot^ng at 
Agrifax records, they said they wished their flockowners in California 
had available to them this type of financial informatiwi. 

Farmers of tomorrow will need much more credit than they have ever 
dreamed of in the past. It is really only through the use of credit that 
farm incomes can be increased. The year-end analysis that Agrifax 
provides gives farmers a chance to see where they are going and which 
operations are profiting them financially and which are not. 

It is not enough to have a financial statement at the year's end, but 
also to have information of interest on average asseta, return to labor 
management and investment, rate earned on average investment, 
machinery investment per tillable acre, and net worth. Also, all pre- 
vious years' analyses are provided for on the same page. Armed with 
this type of information the credit man and the farmer can sit down 
and intelligently plan a year's credit program in advance. 

Another area of need for farmers today is that of income tax services. 
Agrifax has a print-out at the year's end of income, expenses, and 
depreciation schedule, I have a tax consultant to whcMn I take this 
information, Tlie tax consultant tells me this information is very 
helpful. 

Presently over 6,000 members are utilizing Agrifax which is offered 
by PCA— FICB Enterprise in St. Paul, Agrifax is expanding evory 
year and I am told that out of 50,000 PCA members in my district, a 
potential exists of approximately 20,000 users of Agrifax. 



-dhyGoOt^le 



417 

The use of hail insurance and credit life insurance are also tools 
which help the fanner spread the risks in the very large gamble in 
which we farmers are involved. 

As our credit needs change, so will the amount of supporting services 
and personnel to interpret and explain these areas to farmers change. 
If present day agriculture is to remain modem and efficient, we n^d 
you people to provide us with the tools to properly handle credit money 
and to keep our Nation as the best fed people in the world. 

Thank you. 

Senator Allen, Thank you, Mr. Harder, I appreciate your appear- 
ance before the committee. 

Now, you have found that the production credit corporation has been 
most helpful to you in not only meeting your credit needs, but in 
planning your credit needs and requirements; is this correct? 

Mr. Hakuer. Yes, that is right. 

Senator Allen. Do you feel as a young farmer that you have been 
given some special consideration and attention by the production 
credit corporation that you have been borrowing from ? 

Mr. HARnER. Yes, I really feel this. I feel that they have in a sense 
bent over backwards to help me, and I have tried to prove worthy of 
this trust they have placed in me. And I would like to see that other 
young farmers would have this opportunity also, because the day is 
gone, unless a young farmer can start, unless he has the backing of a 
father or some prtSuction credit corporation is willing to take the 
task. I think the risk is worth taking. 

In our country that 1 live in the average age of the farmer is 
fif^-seven. 

Senator Allen. Many young people will not go into farming as a 
vocation for life in your area ? 

Mr. Haroer, Yes, but the problem, of course, is the first problem 
staring them in the face is the problem of financing. If we can have 
our vocational schools, our agriculture schools telling them that look, 
here is an area where you can get the credit and develop a type of 
farm.enterprise that you can make a living' at and have a life's voca- 
tion at there is no question that is what they would like to do. So often 
they are told we cannot finance you so they have to choose a different 
vocation. 

Senator Allen. One of the purposes of this farm credit bill is to 
recognize the needs of youn^ people wanting to go into agribusiness 
and to cooperate with them in getting an adequate amount of financ- 
ing to get into that business. It is rec<^nized that a young man starting 
out certainly does not have the collateral that would be required to 
get a conventional type loan. So that is one of the purposes of the 
legislation. 

Mr. Harder. Yes, I think this bill does this very well. It recognizes 
this, and I would certainly like to, on behalf of the young farmers, 
certainly commend this committee on working <hi this and struggling 
with the various aspects of it, and we are lookmg forward to seemg it 
help us in the future. 

Senator Allen. Thank you very much. We appreciate your attend- 
ance and the testimony you have provided to us today. 

Thank you, sir. 

Mr. Robert Giaumitz, please. 
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Mr. Graumitz, you heard me ezplain about Senator Kllender^ 
absence to Mr. Harmon, and he did ask me to extend his apologies for 
not being here to present you and to be on hand when you gave your 
testimony. But he is occupied elsewhere at this time. But he did ask to 
be remembered to both ot you as his very valuable constituents. 

If you would proceed, please, Mr. Qaumnitz, we shall be glad to 
hear your testimony. 

You do have a prepared statement, I believe ? 

Mr, Gadmnitz. Yes, Mr. Chairman, 

Senator Aijj:n. Proceed. 

STATEHENI OF KO^RT B. aAUUNITZ, FASH AIR SE&TICB, 

TALLTJLAH, LA. 

Mr. Gaumnitz. Mr, ChairraaJi, members of the committ ee, my name 
is Robert B. Gaumnitz. I am a citizen of Tallulah, La. IVnile I am 
not a farmer or a member of a production credit association, I do 
provide service for farmers and I am, therefore vitally interested in 
thepassage of this legislation. 

For many years I have been engaged in the aerial application of 
fertilizer, insecticides, seeding, and ^her agricultural chemicals for 
the farmers in my area. I am owner and operator of the Farm Air 
Service, and it is a privilege to appear before this committee today to 
ezplain why I feel this legislation is necessary for my operation and 
for the farmers in this area. 

I am sure you gentlemen agree that airplanes are expensive and, 
therefore, my service requires a large investment in equipment, as well 
as for the labor, insecticides, fertilizer and seed that I must use to 
serve farmers. It is essential, therefore, that I have some means of 
obtaining adequate and dependable credit at a reasonable cost. 

It is my understanding that this bill will provide for the financing 
of farm-related services oy production credit associations, who pro- 
vide a dependable source of credit. 

Heretofore, I have been unable to obtain financing from the Tal- 
lulah Production Credit Association as the present law does not 
authorize loans to be made by the Production Credit Associaticm. This 
has resulted in lack of financing for mv operation. 

It would be very difficult for the formers of this area to distribute 
agricultural chemicals by conventional methods. Furthermore, there 
is a time element involved, as these chemicals must be applied to the 
crops at the appropriate time. Very often this is affected oy weather 
conditions and it would be impossible to cover the large acreage in 
this district without the use of airplanes. 

Obviously, each farmer cannot afford to own an airplane and it is 
necessary for them to rely upon organizations providing these services. 
We consider our service an important segment of the agricultunU 
industry and one that deserves the benefits provided by this legislation. 

For tne reasons stated above the provisions of this bill are of extreme 
importance to me and I believe they are equally as important to the 
fanners that I serve. 

I thank you gentlemen for the privilege of appearing here today 
and urge that every effort be made to get this legislation passed to 
help us serve the farmers in a better and more efficient manner. 
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That concludes my prepared statement, Senator. 

Thank you. 

Senator Allen. Thank yon, Mr. Gaumnitz. 

To what sources do you turn to get your equipment and operations 
financed at the present time ? 

Mr, Gaumnitz. "When I started out I did it through a friend and 
my father. 

Senator Allen. What are the total credit needs of your operation? 

Mr. Gaumnitz. Not like they used to be, but there are manjy young 
ones starting out that need it and a bank will not fool with it. 

Senator Allen. It is almost impossible imder the present procedure 
and facilities available to start in your business. 

Mr. Gaumnftz. It is. A new sprayer now is about $40,000 to $50,000, 
I think they want 20 percent down and the insurance on one, the high- 
risk insurance is 15 percent a year. So that is a load right there to 
buv one airplane. 

Senator Allen, You could not turn to a bank or insurance for tui 
extension of credit ? 

Mr. Gaumnptz. No. 

Senator Allen. So it looks like agriculture-related service such as 
your business is, it is going to be necessary to pass some^-an amend- 
ment providing for changes in the present authority of the Federal 
Farm Credit System ? 

Mr. Gaumnitz. I hope they do pass this one. The only help I have 
got other than I say my father when I started out, I had several 
fanners cosign a note for me. But I cannot get any on my own. 

Senator Allen. Well, thank you very much. We appreciate your 
coming up and giving us the benefit of your views and a specific case 
where these provisions could operate in the new law. Your testimony 
was excellent and will be most helpful to the committee. 

And now Mr. Craig Beane, please. 

We are now ready to hear from you, sir. 

Proceed, if you will, Mr, Beane, 

STATEMENT OF C. CRAIG BEANE, FABU CREDIT BOARD OF ST. PAUL, 
FORT ATKDraON, WIS. 

Mr. Beane, Thank you, Mr. Chairman. 

I do have two gentlemen here with me this afternoon, Mr, Glen 
Hanson and Mr. Ed Olson from Minnesota, the chairman of the PCA 
of the seventh district, 

I would like to use these men as backup for me in case of any 
questions, sir, that I would not have. 

Senator Allen. All right, sir. 

Mr. Beane. Mr. Chairman, my name is Craig Beane. With my son 
I operate a family dairy farm near Fort Atkinson, Jefferson Coimty, 
Wis, I am a member of the Federal Land Bank and the Production 
Credit Association of Madison, Wis., and purchase farm supplies 
through local cooperatives which are financed by the St. Paul Bank 
for Cooperatives. Thus I use all three branches of the Farm Credit 
System, 

I am a member of the Farm Credit Board of the Seventh Farm 
Credit District which includes the States of Michigan, Wisconsin, 
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Minnesota, and North Dakota. It is this Board which I am repreaent- 
ing and speaking for today. 

Capital requirements of fatTners and ranchers and their cooperativES 
have greatly increased. These farmers and ranchers and their co- 
operatives are operating with a farm credit law originally enacted in 
1916. Necessary amendments have iinproved the original law. NevBr- 
theless, the law is confusing and inadequate to furnish ttie flexibility 
needed in today's modem agriculture. 

It is well established that agriculture has generally surpassed othw 
basic industries in the rapid changes in technique of producticm, mui- 
agement, mechanization and equipment obsolescence, all necessitating 
flexibility in modernization of operations. 

The proposed bill, S. 1483, would provide the flexibility needed to 
adequately serve farmers and ranchers and their cooperatives. It would 
enable young farmers to get started and carry on in an essential part 
of our economy. This modernized law would provide necessary credit 
to make it possible for farmers to continue their efforts and outstand- 
ing success in providing food and fiber to American consumers. The 
cost of food and fiber represents a smaller portion of the take-hune 
pay of the U.S. consumer Uian anywhere else in the world. 

The bill would ease the eli^bifity requirements of &nner-controUed 
cooperatives to borrow from the baiiks for cooperatives. 

Based on meetings held with association directors in Uinnesottu 
Michi^A, North Dakota, and Wisconsin, who represent the Federal 
Land Bank Association with 57^82 member owners; the Production 
Credit Association with 68,455 member owners ; and over 200,000 mon- 
bers of cooperatives borrowing from the St. Paul bank for cooperatives. 

The bill has grassroots support of the owners of the syatera. 

The boBJ-d of directors of the seventh farm credit district, compris- 
ing Minnesota, Michigan, North Dakota, and Wisconan, has given 
its endorsement to S. 1483, the Farm Credit Act of 1971. The owners of 
the system — farmers and ranchers and their cooperatives — have proven 
their dedication to this cooperatively owned credit system by their 
contributions to the total capital of the banks and associations which 
is evidenced by the repayment of the last of the Govemmait invest- 
ment in 1968. 

In closing I wish to thank the members of this committee and yon, 
Mr. Chairman, for the opportunity toespress these views. 

I urge your support of this bill. 

For a few remarks if I may, sir, on some of these other things that 
have taken place during the day and all, I think we must remember 
that the family farm is still in existence and will be for stnnetime to 
come. It may grow a little larger like everything else, but the basic 
concept of it is still here. One thmg about this business of farming, it is 
getting to be big business, not just a way of life like it has been in the 
past. I think we all must take some risks. Nothing ventured is nothing 
gained. 

The way I have looked at agriculture, we must take some risks, they 
are not always guaranteed to come out. But I believe the farm credit 
system which is owned and actually operated by farmers is a ^'Stem 
they will believe in^ trust in and try to pay back, more than stmie of 
the other organizations they may be in be<^use it is their system and 
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they hare the opportunity to run it. 

Thank you, sir. 

Senator Allen. Thank you very much, for your stat^nent, Mr. 
Beane. 

And now Mr. Olson. 

We will hear your statement now, sir. 

Please proceed. 

You have a very short statement, I believe? 

Mr, Oi^ON. Yes, Mr. Chairman. 

Senator Allkn. Go ahead. 

STATEMENT OF ED OLSON, WOBTHIHOTON FBOSUCTION CBEDIT 
ASSOCIATION, WOKTHINQTON, MINN. 

Mr. Olson. Thank you, Mr. Chairman. 

I am Ed Olson, a farmer from Worthington, Minn., and a director 
of the Production Credit Association of Worthington, Minn. I own 
and operate 240 acres. 

Having been a PCA and Federal land bank user, and a POA 
director for over 25 years, 1 have observed many changes in both 
fanning and the credit needs of farmers. I believe these changes are 
going to continue and the rate may even accelerate. 

These rapid changes demand that the farm credit laws be modern- 
ized if the system is to serve the farmer today and in the future. 

This is why I, as a farmer, am so concerned about the passage of 
Senate bill 1483. 

I urge passage of Senate bill 1483. 

That concludes my statement, Mr. Chairman. 

However, I would like to make a few additional oral statements 
in regard to PCA and related services. 

The Association I have been with for 25 years and have been prea- 
dent for a good number has a volume at the present time of $36 mil- 
lion and gaining by the day. We have 68,000 PCA members that 
borrowed $974 million in the year 1970. On March 31, 1971, there were 
$782 million outstanding. The average size of loans as of June 30, 
1970, 25 percent were under $2,000, 61 percent under $10,000, 5 percent 
owed over $50,000 or 2,700 of the loans were over that category. 

We have some of the best areas in the United States and some of 
the poorest, which accounts for the variation in the amount of loan 
and the type of loans. The trend of debt in 1968, our average debt was 
$10,727. In 1970 the average was $16,003, a gam of 60 percent for the 
average borrower in the less than 3- year period; 87 percent of our 
men who use Agrifax are owner-operators; 41 percent of the number 
are under 40. 

Other financially related services, 65 percent of our borrowers carry 
credit life insurance. Over 6,500 borrowers insure against crop and 
hail losses. 

How Agrifax has grown. In 1967 we had 75 of our borrowers on 
Agrifax. In 1971 in the district there were 4,660. 

If we are going to continue to make loans to our operators today 
having an interest rate that is attractive is not the only answer. We 
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must have these related services which help protect our borrower and 
help us make the decision that these loans are based on sometJung 
that is soimd, not just a by-gosh and I-guess kind of deaL 

Thank jou. 

Senator Aiaxs. Thank you, sir. 

Do you care to offer anyuiing ? 

STATEMENT OF OfLESS HANSON, NATIONAL ASTISORT COHMTFTEB 
OF THE FESEILAI LANS BANX ASSOCIATIONS, HOWELL, KICH. 

Mr. Hanson. My statement is in the record bo I will not read that, 
but I would just like to say that I have been a dairy farmer all my Ufa, 
am a full-time fanner now, farming between the area of Lansing and 
Detroit, Mich., and near Ann Arbor, Mich, 

It is an area that is being moved into by residential people. There 
is a real need for rural housing loans in the area. 

Today I have heard quite a bit of discussion on rural housing per- 
taining to the bill, I would just like to point out a couple of reasons 
that I think it is real important that we are given the right to make 
rural housing loans. 

One is under the present law today, if I was to sell my farm to my 
son and reserve an acre of land in the comer of it and wanted to build 
a home on it, it would not of course be possible under the present 
law to obtain a Federal Land Bank loan, although I haveoeen a 
borrower all my life. 

Another reason I think it is important is that under the present 
law we are required to provide credit, agricultural credit all over the 
country, provide this to him, regardless if there is only a few agri- 
cultural ferms in operation there. 

Bt being able to make some rural housing loans I believe that 1^' 
would generate some additional income, go forward paying the ex- 
pense of the operation of these offices and therday helping to keep 
interest costs down for agriculture in general all over the countty. 
I t^ink these are a couple of items that we really want to remember 
and that should help to keep this in the law and see that it is in therSb 

I thank you. 

(Mr, Hanson's prepared statement is as follows :) 

My name Is Olenn Hanson. I am a full time, life-long dalrr Carmer from 
Howell, MidnLfCBD- At present, time I am a director of Federal Land Bank Amo> 
datiod of Ann Arbor, Micblgan, Chairman of St. Paul DUtrlct Federal Land 
Bank Advisory Committee, member National Federal Land Bank AAiiaoij 
Committee and Chairman of the Michigan Association of Farm CooperalTeB. 

Tbe nae of Farm Credit has t>een of greatest necessity to my fanning opetaHtm 
In the past and the needed amounts of credit to finance a fanning (4>eratloD now 
and in tbe future require changes be made In tbe original Fenn Loan Act. I 
will not list all the desired changea but point out the strong need tn my area fur 
the remoTBl ot 65% loaji tlmdtation. AuthoriEatlon of rural residence loans and 
maldng some changes pos^ble by regulation rather than by law. 

Many young farmers wbo have proven their ability to manage SQCceaafiil 
fann operations and would be a good sound loan, cannot und^' the jpresent 6S^ 
limitation get needed amount of finandng. 

In my area, Detroit-Lansing area, there Is tremendooa Rnral Housing needa 
that ai!« not being m«t If tiouelDg problems in this country are to be Hrived it 
will be necessary all lending Institutions be allowed to belp meet credit 
requlremeata 
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Senator Allen. Thank you, frentlemen. I appreciate your testimony 
and appreciate your coming before the committee to testify. 
And now Mr. Laban Jackson is our next witness. 
We shall be glad to hear from you, sir. 
Go right ahead. 

STATEUEHT OF LABAN P. JACKSON, FARM CSEDIT BOABD OF 

LOUISVILLE, SEELBT7ILLE, E7. 

Mr. Jackson. Thank you, Mr. Chairman. 

I appreciate your giving me the opportunity to appear before you. 

Senator Allen. We are delighted to have you. 

Mr. iTackson. I appreciate Senator Cooper's introduction, aJao. 

I am sorry I do not have a prepared statement, Mr. Chairman 
but 

Senator Allen. We will be glad to hear from you. 

Mr. Jackson. Mv name is Labon Jackson. I live at Shelbyville, Ky. 
I tun a horse, cattle and tobacco farmer and an agri-buainessman. I 
have been a borrower, except for the 6 years during World War II, of 
PCA and land bank since 1937. 1 have been a director of a local PCA 
and the director and PCA local and bank association, and I am now 
the elected director for the Fourth Farm Credit District Bank of 
Louisville. 

I come here for three reasons in support of the bill. My board of 
directors and my people — there are 40,000 Federal land bank own- 
era, members, 80,000 PCA members and 300,000 cooperative users. They 
have thrashed over this bill for some 18 months talking about it in dif- 
ferent stages not the bill but the principles that went into the prepa- 
ration of the oil], 

I do not agree with everything that is in itj but in essence we are 
behind it 100 percent, 98 percent I rfiould say, in the Fourth District, 

The three reasons that 1 came : 

First of all I would like to brag on Congress for creating this sys- 
tem and then for updating it as the need for agriculture became so 
much greater. The last upcukting was in 1953 and now at a time in his- 
tory where we have to do something about it again. That is why we 
are here. 

I think the Farm Credit Syst«m and the farmers have served the 
Nation well and we do not have to apologize for it. It is true we have 
less farmers, their farms are larger, but this in itself means that we 
have a much more serious jobof financing. 

The second refreshing thing that I would like to come before you 
on is the fact that we do not come here to ask for anything, we do not 
want a dole. Most people, or a lot of people want a handout. We do 
not ask for that. We own this svstem. There is no Government capital 
in it. All we want is the privilege to really operate and to help serve 
the needs and most emphatically serve young farmers that need to come 
into the system. 

In our district the average age of our farmer is 52 years old. In 10 
years we will be 62 and everybody said we will double the credit needs. 
Well, somebody has got to operate this business. We have to look out 
there in the future to help these young farmers. 
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This bill will help do that It will help put the man that is in a re- 
lated business to agriculture serre fanners and I predict that that 
young man, if he ^is financed, will not only be serving farmeiB but 
some day he will own a farm and operate it, because we see young 
farmers that can get financing in some small way as customs operators 
become farmowners and this is a way we can feed a lot of young peo- 
ple into the system. 

The third reason I come is because of national interest in this coun- 
ty. I think the farmer has served the country well in many reepects. 
He has furnished people in other businesses in this country and in Gov- 
ernment. He supplies the Nation with food and fiber. He has made them 
the best fed people in the world. He is probably one of the last bol- 
warits of the free enterprise syst^n and democracy imd landing up 
for what the heck he believes in. 

This is the third reason that I come to help support the Nation 
in a problem we have. They have got a terrific problem in inner cities. 
Some people will say what interest should this be to farmers. Well, 
maybe it should not be. But as a citizen, farmers have this problem as 
well as the city fellows. Bural housing can help on this. I do not say 
that we take all our funds and give to rural houamg. This would be very 
silly. But I think we have a responsibility to shoulder and this is toe 
way we can shoulder it by making ourselves available. We know how 
to praise, to lend money, and we are there on the ground. 

I think there are responsibilities, and I think the Federal Farm 
Credit Board has assured us as directors — I do not know whether they 
put this in the intent, but I am not worried about this like some people 
are — I believe it is their intent to decentralize and get the Systran back 
in the hands of the people that own it and operate it and have the 
guidelines that Congress lays down for them to call the score and 
call the place by or oe the referee of. I do not worry about that. I 
think we can accept that responsibility and I think we should accept 
it. 

It is my pleasure to come before you, and I appreciate your patience 
and I thank you very much for this appearance. 

Senator Allen. Thank you very much, Mr. Jackson. I appreciate 



We are ready to hear from you, sir. 
Please proceed. 

You have a very brief prepared statement. 
Mr. Batinkoff. Yes, Mr. Chairman. 
Senator Allen. All right, go ahead. 

STATEHENT OF LAWRENCE L. BATI3TE07F, FABH OBEBIT BOABS 
OF E^RINGFIELII, FEBKDAIE, N.T. 

Mr, Batinkoff. Senator, I wish to express my appreciation for be- 
ing allowed the opportunity to present this statement to the committee 
and to the Senator. 

My name is Lawrence Batinkoff. I am a farmer and remde in Fern- 
dale, N.Y. I am also a director of the First District Farm Credit Banks 
located in Springfield, Mass. These banks serve the credit needs of 
fanners living in the eiglit States of New England, New York, and 
New Jersey. 
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1. The farm credit system does not how have, nor ask for any 
Grovemment funds or guarantees of its obligations. 

2. Loan funds are obtained in the open market at competitive 
prices. 

3. It has been a stable source of credit for its many farm borrowers 
for many years and I personally can attest to the fact that it was the 
only source of credit available to me when I first started farming as 
a young man. In my mind there is no question that the abundance of 
food and fiber in this country is directly related to the moneys made 
available to farmers by the farm credit system. 

The board of directors and the members of our district urge the 
passage of this legislation so that our cooperative banking system may 
better serve its farmer members. 

Thank you, Senator, for allowing me to make this presentation. 

Senator Allen. Thank you, very much, Mr. Batinkoff. I appreciate 
it, sir. 

That seems to be the last of the witnesses who were scheduled to 
appear. 

Does anyone else care to come and identify himself at this time? 

The record will be kept open for a week through next Wednesday. 

Mr. Moorman. Senator, could I speak, please ? 

Senator Allen. Yes, sir ; come around, Mr. Moorman. 

Go right ahead, sir. 

STATEMENT OF HASK E. KOOItHAN, FABM CREDIT BOARD 07 
SFOKAITE, HUKTAOH, IDAHO 

Mr. Moorman. Mark Moorman, district director of the Famj Credit 
Banks of Spokane. 

Senator, the things we have in mind have already been presented 
generally. The Spokane District of Farm Credit Banks turned in a 
statement which I presume will be a part of the record. 

Senator Allen. It will be, yeSj sir. 

Mr. Moorman. But I would ]ust like to reaffirm Spokane's position 
in support of the bill 1483. It is a very worthwhile bill, and as the 
other gentlemen have presented the points, I would just like to ap- 
pear on the record thoroughly in support of the bill at this time. 

Senator Allen. Thank you very much. 

Mr. Moorman. We certainly appreciate your help on it. Senator. 

Senator Allen. Thank you very much. 

Anyone else care to testify ? 

Mr. Fore. Yes, please, Mr. Chairman. 

STATEMENT OF CEABLES U. FORE, CEAIKHAN, FAKU CSEDTT 
BOAUD OF ST. LOUIS, WATLAKD, MO. 

Mr. Fore. Mr. ChairmaUj I am a director and currently the chair- 
man of the board of the sixth district, Sixth Farm Credit District 
serving the States of Missouri, Illinois, and Arkansas. 

I have no prepared statement, Senator. 

I think my board, since I am here observing these proceedings, and 
the people of the PCA's and Land Bank Associatims and cooperative 
people would expect me to reaffirm my posdtion that we do support 
this legislation and that we do enforce many of the very good state- 
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mente that have been made by other people from other district banks, 
independent farmers in support of it. 

I tliank you for permitting me to come up out of the audience to say 
these few words and thank you for ^our indulgence and the attentioa 
that I am sure that this committee will give the entire piece of proposed 
legislation. 

Senator Au^n. Thank you very much. 

Mr. F<mE. I thank you very much. 

Senator Allen. Anyone elae care to testify for the record before 
we close the hearing? 

Mr. Ltnk. Yes, Mr. Chairman. 

Senator Allen. Gro ^ead, sir. 

SIAIEMEnr OF KEHNEIH R. LYUTZ, FARM OSEDIT BOABS OF 
OHAHA, UABSHALLIOWH, IOWA 

Mr. Ltnk. I am a director of the Farm Credit Board of Omaha and 
al9o the Production Credit Association of Newton, Iowa. 

Iowa has nearly half of the loans that are made in tiie Eighth Dis- 
trict, about half the land bank loans, half the PCA loans, and way 
over half of the bank co-op loans. 

We serve four States, Iowa, Nebraska, South Dakota, and Wyoming. 

Our board has gone on record, and you have a letter from our chair- 
man favoring the farm credit legislation. It was referred to this morn- 
ing that the Eighth District was a^inst rural housing. But I would 
like to have it put in the record this is not unanimous in the Eighth 
District. There are many supporters for rural housing in the GighUi 
District, and that is my statement to you. 

Thany you, Mr. Chairman. 

Senator Allen. Thank you very much. 

Anyone else? 

STATEUEHT OF OEOBOE E. HOFFFATTIR, VICE CHAIRMAH, FABJI 
CREDIT BOARD OF NEW OBLEAITS, KORSE, LA. 

Mr. HOFFFADiR. Senator, I am George Hoffpauir frtan M(»se, La., 
and I am director of the Farm Credit Banks of New Orleans. I have 
the distinction of being elected to that board by the same group of 
people that elects you. 

Senator Allen. Well, good. 

Mr. HoFFFADTit. I just want to reaffirm the poration of the FiftJi 
District. 

We have reeoluted and supported this bill and we still feel the same 
way. 

Senator Alij:n. Thank you very much. I appreciate that statement. 
I appreciate you coming up. 

Is there anyone else who cares to make a statement for the record I 

(No response.) 

Senator Allen. If there is no one else who wants to make a state- 
ment at this time the subcommittee is now in recess or adjourned and 
subject to the call of the Chair. Meanwhile the record will be held open 
through next Wednesday. Anyone desiring to submit a statement {be- 
tween now and next Wednesday may do so. I appreciate tiie appear- 
ance of all of these witnessefi. 
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(Whereupon, at 3 :20 p-m. the aubcommittee adjourned, to re««- 

ne subject to the call of the Chair. ) 

(Additional statements filed for the record are as follows : ) 



U.S. Senate, 
WMhington. D.O., Mat/ 11, 1S71. 
Hon. Qeobob MoGovebn, 

Chab-man, Suhoommlttee on Agricultural Credit and Rural EleotrifloaHoH, 
Boom S2i, Senate Office BuGding, Waahington, D.C. 

Deab Mr. Chairman : Tbe purpose of this letter ie to express my sajqwrt of 
S. 1483 enUUed the Farm Credit Act of 1971. 

Tbe fact that our nation's farmers, who perform a vital role in sapplylng onr 
food and fiber, averaged only $2,633 of Income per capita In 1970 la a matter tbat 
concerns me and many other Americana. It U for this reason that I liave co- 
aponsored and strongly urge your committee's favorable consideration of 8. 1483. 

This bill updates and streamlines the existing Farm Credit System. This 
aystem has aerved the American farmer well since 1916 and can now boast of 
being completely self-supporting. However, the legislation which initiated the 
Farm Credit System over 50 years ago desperately needs modernization. 

Bven In Its out-dated form, tbe Farm Credit System has proved to be very 
beneficial to the Tennessee farmer. This system provides approximately one third 
of all agricultural credit In the atate of Tennessee. As of June 30, 1970, Tennessee 
farmers held Farm Credit System loans totaling $366.1 million financing approxi- 
mately 30,000 Individual farmers as well as the members of 79 farmer-owned 
cooperativea throughout the state. Another statistic tbat is of special credit to 
the Tennessee farmer la the 97.2 percent paid-up-on-tlme loan record — one of tbe 
highest in the nation. 

Despite a good record In the past, the Farm Credit System must continue to 
improve ita credit aervice to the farmer. Farm credit needed by 1980 Is estimated 
to be two times tbat of today. The 1071 Farm Credit Act la designed to meet 
tbis need. It will update tbe Farm Credit System with new measures calling (or 
the removal of the 65% loan limitation, the authorization of rural residence 
loans, tbe provision of financially related services, and many other long-needed 
modifications. 

One extremely important improvement made by S. 1483 ia the extension of 
credit to qualified youths. Of the agricultural graduates from the University of 
Tennessee, it is estimated that only 8.9 percent of these highly qualided young 
people return to the farm. Also, the average American farmer la over SI years 
of age. Just as in tbe fields of business and science, If agriculture Is to retain its 
current level of efficiency and production, it must attract a portion of the nation's 
Intelligent youth. 

In the final analyais, tbe future of American agriculture depends upon this 
nation's ability to Iceep competent men on tbe farms. With the Increasing com- 
plexity of farming, resulting in higher costs, many capable people are leaving 
tbe farms for more promising Jobs. 

For tbis reason, it is our duty to come to the aid of American agriculture. 
I respectfully urge your Committee to favorably consider S. 1483 to modernize 
tbe Farm Credit Syatem. 
Very truly yours, 

Bill Bbocs. 



Mb. Chairman : Tbe hearings which you are presently holding on S. 1488, tbe 
Farm Credit Act of 1971, are of considerable interest to tbe farmers of Massa- 
chusetts, and in tlielr behalf I would like to express my support tor the general 
purposes of this legislation. 

Tills bill would modernize the Farm Credit System which loaned $49.8 million 
to Massachusetts farmers in 1970. The latest study shows that the Farm Credit 
System's Land Bank associations provide 23.7 percent of all long-term farm 
mortgage credit In Maaaachusetts, compared to 20.4 percent by commercial banks 
and 0.8 percent by the Farmers Home Administration. The Systeril^ Production 
Credit associations provide 48.3 percent of all short-term loans to M^aachusetts 
farmers, compared to 44.3 percent by commercial banks. 
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We niv proud In niir atate ttint Sprinfffleld Ib hMdqnarten fOr tbe ninn Credit 
DiKtrlit wlili'li Idnnfd fMOM lultllnn to fflrmcTH and co-ops In Mains, New Hunp- 
Hhln-. VtTuorit, Miiimui'liuMrttH. Rhode Islaod, Connectlcnt, New Xork and New 
Jrrwy. Tlic hill rcqitlrpH no Fedprnl tan money or goTernment gnarantees <tf aiv 
kln<l. Hy olitnliilni; iiiniii-y In the private moner market, the Farm Credit 8jst«n 
iM iiiit'tlnK the TieedH of MaHNachusetts rarmers without divertliig fanda m 
iirKt'iitl.v needed to meet the nation's urban prohlema. Tbe adequate flow <rf loan 
funds In neit'Kwiry In order to keei) farmers costs down. The bill under con- 
Nideratlon would mean more loan funds in Massachusetts thus helping to ke^ 
fnnd iiiieeK from rlnlng any higher than they already are. 

ThlH hill would ultto Httmulate rural housIiiK In MaaaachUBetta and New Bog- 
land, It would fill a gav In rural houHing hy permitting, for the first time, non- 
farm loanH for houaex In rural areas. tVom the standpoint of relieving urban 
housing preHAuren this t^ovlslon makes great sense. 

AA'e must not overlook the farmer's credit needs. We should not ignore the 
fact that we need an efficient farming system to provide food and fiber for over 
200 million Americans. At no cost to the American taxpayer, the Farm Oi«dlt 
System helps thi> farmer do his Job. So, I believe ttils bill will Improve tbe Cndlt 
Hysli-ni anil thercliy help the farmers of Jlaasachusetts and New T 
therefore urge thot thlx legislation be ai^roved. 



Mr. Chairman and Members of the Committee : I want to compliment jon for 
holding iiromiit hearings on 8. 1483, the Farm Credit Act of 1871, becanse of the 
expanding need for ample sources of credit In the agricultural areas of onr 
country. I am happy to be a co-sponsor of this bill. 

Mr. Chairman, credit Isn't a dirty word In farming any more. Time was when 
using borrowed money was thought to be an ear-mark of a poor farmer. Now 
moHt farmers look at credit as Just another agricultural Inpnt, as essential to 
farming as seed, feed or fertilizer. 

Credit, of course, la not a substitute for income, but the hard fact of the 
matter is that few farmers generate enough income from their farm opera- 
tions to provide themselves with all the capital they need. Without credit, most 
farmers would not be able to operate. And as long as credit la treated as another 
input, and its use ean be Justified on the operating statement, It will contlnne to 
be used profitably. It Is clear that If farmers are going to succeed. If the com- 
mercial family farm Is to remain the mainstay of American agriculttire, then 
farmers will need— In addition to strong bargaining associations, cooperatlTea, 
and realistic Government programs— reliable sources of adequate credit and 
credit related services suited to their needs. 

The Farm Credit System, which 8. 1483 Is designed to update and Im^we, 
began in 1016 with the passage by Congress of the Federal Farm Loan Act. Thia 
act authorized the establishment and initial capitalization of 12 Federal Land 
Banks to make long-term real estate loans to farmers. In 1923, the Congress 
provided for the establishment of 12 Federal Intermediate Credit Banks. Tliese 
were designed to discount short and Intermediate terra notes of farmers given 
to private lending instltntiona. But these Institutions didn't really avail tliem- 
selves of the services of the Credit Banks to any great degree and a credit gap 
still existed. So, in 1933, Congress provided for the establishment and Initial 
capitalization of local credit institutions known as Production Credit Associa- 
tions. That same year, provision was also made for setting up thirteen Banks for 
Cooperatives to hel|» fill the specialized credit needs of farmer cooperatives. 

Later, additional legislation paved the way for farmers and eooperatlvee to 
repay the Government's Investment in these credit institutions and, in 1968, they 
all l>ecame entirely owned by their borrowers. 

Immediately after achieving the goal of farmer ownership, the Federal Farm 
Credit Board— top policy-making body for the System— turned Its full attention 
to the future. They named a 3T-man body called the Commission on Agricultural 
Credit to study the present and future credit needs of agriculture and to r«c- 
ommend ways In which the Farm Credit System could beet help meet tbose 
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needs. After a lO-month study the OommlssIOQ msde lt« report This i^Mt inw 
dlBcnSBed at length bj farmers, co-op leaders, and leaders of the Warm Credit 
System. A aurrey was conducted which, I am told, received nearly 6,000 



The result was S. 1483. the bill under consideration today. 

This proposed legislation would enable Fedeisl I^ind Banks tio: 

Make loans to farmers beyond the present Ilntk which holds them to 65 ■par- 
cent of the normal ralue of the property. This would make It possible for the good 
swatg farmer to start In huMness and help the capable, experl^iced farmer to 
expand hla operation. 

Make loans for non-farm mral homes. The availability of home loan funds 
woold be a boon to rural communities, because If a credit gap e^ts In mral 
America, this Is where It Is. 

Provide credit-related services to farmers to help theia In audi things as 
estate planning and trust management, services essential to profitable fanning. 

The proposal would also do away with considerable red tape and modernise 
the I«nd Bank laws written in 1016. 

a. 1483 la also designed to permit Producticn Oredlt Associations to : 

Make loans for the repair and maintenance of rural homes and for the pnr- 
c-hase of m<Mle homes. 

Make loans to enstcmi operators and those involved in ^vvldlng other farm 
related services. 

Perform financial related services for farmers, snch as tax assistance, farm 
record-keeping and self retlremnit programs. 

Participate more eBFecUvety with commercial banks in loans to formers. 

8. 1483 would also permit the Banks for Oooperatives to make loans to more 
cooperatives than Is now permissible. 

I have hit only the high spots of thla proposed leglalation. There are a num- 
ber of other Important aspects to 8. 1483 which I am sure will be discussed in 
detail during these hearings. 

While the enactment of this bill would certainly not solve all ot Oie complex 
problems farmers are facing, it would be of great benefit to them, to coopera- 
tives and to rural Americans generally. It would provide an expanded means of 
financing — of obtaining credit— that would help create a better economic climate 
In the country. I have always tielieved that self-help is the best kind of help. 
And the farmer-owned cooperatire Farm Credit System Is self-help at Its best. 



Mr. Chairman and Members of Uie Suboommlbtee : The Chairman of the Farm 
Credit Board of the Houston District, Mr. Charles C. Thompson, has asked me 
to submit for the record a statement made In conjunction with the (Siairman of 
the Farm Credit Board of the Berkeley District in opposition to certain por- 
tiona of S. 1483, the Farm Credit Act of 1»71. 

I have met with representatlTes of the Fann Credit Banks and Assodatlona In 
Texas on the provisions of S. 1483. I share their view that S. 1488 would un- 
wisely curtail the authority of the directors of the banks and associations and 
centralize this authority in the Farm Credit Administratlttn. Further, It would 
encourage lending for other than agricultural production and permit the Isenance 
at a single security by farm credit banks with cross liability between the bank- 
ing systems. 

The Farm Credit Boards of both the Houston and Berkeley Districts oppose 
these provisions, and I fully support this position. 

While I believe that there is much l» recommend In 8. 14S3, I do request that 
the members of the Subcommittee on Credit and Rural Electrification give seri- 
ous consideration to the arguments contained in the statement I am submitting 
on behalf of these districts. I have received considerable correspondence from 
my state la opposition to certain provisions of S. 1483. I think that the changes 
suggested will strengthen the legislation and permit total support when It 18 
considered in the Senate. 

I thank the Subcommittee for the privilege of calling this to Its attention. 

(The statement is as follows:) 
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To. SOBOOlf HITTIE ON CBEDIT Alt 

COHurrm o:* Aomcultuh 
United Btatea Settate. 

Gentlemen of tbe Subcommittee: Tbls statemefit U ms/ecttailj sDbfliltted cm 
behalf of the Farm Credit Boards of Berkeley, California, and Honctm, "SexaB. It 
represents the considered Jadgment of tbeee Boards and tbe prIncfidM i] ijliiBWlil 
bear the endorsement of the stockholder aimers and members of tile Fedenl 
Idnd Banks, the Federal Intermediate Credit Banks and tbe Banks toe Ocxqien- 
ttves in the Statea of Arliona, California, Hawaii, Nevada, Texaa and Utah. On 
behalf of these groupH. we are appreciative of the opportanlty to present onr 
views to tblH Subeommittee. 

First we must emphaslK that there are many proTlaloDA of thia bill wlildi we 
faror. Indeed we would welcome the opportunity to lend our sappoit to leglala- 
tlOQ embodying most of the sections of the draft bdng oonaldered 1^ thla Sub' 
committee. A comparatively few features of the proposal, however, are of ndi 
■ nature that in our opinion, serious barm to the Farm Credit System will ranlt 
if they are enacted into law. 

We request that the Subcommittee give consideration to onr views on these ez- 
ceptlons as follows : 

(1) The bill represents a recodlflcation of virtually all rignlllcaDt prorlBtons 
of existing law relating to control of the Farm Credit Banks and Assodatlons 
by the Hupervlaory autborltj-, the Farm Credit AdmlnlstntlcML Indeed, this cni- 
trallBed control is solidified and expanded, (e.g. Um Oovienx^ ukd the Vedcnl 
Farm Credit Board would have ttie right to remove an ajppoiabeA. Baafc tfreetor) 
(Sec, 5.2(B)) ; the authority of the Fedeml Farm Credit Board to establish "gen- 
eral policy" for tbe supeniscirr agency only, the Farm Credit Administration (as 
in presHit law (12 U.S.C. #636(e)), is expanded to apply to the entire Farm 
Credit System (Banks and Associations) (SecUon 5.9) ; the authority to sppion 
appointments ot pre^dents of I^nd Banks (not In present law) la added (Sec 
5.18(4)). 

Ircnlcally this curtailment of authority of the Banks and Associations comes 
very shortly after the culmination of years of effort and aacrlBce on briialf of 
the Banks and Associations to retire Government capital In full. 

We submit that this process of placing authority of basic decision-making 
and policy-setting In ttte supervlBory governmental agency will have but one 
reeult: the weakening of the position and strength of boards of directors trf 
the Farm Credit Banks and Assot^tions. Without authority there can he no 
re8ponall>IUt;. 

Let us emphaslEe that this does not mean that the Banks and Associations 
should be free from adequate supervision. We insist that overall supervisiwi ot 
these iMtltutlons by the S^rm Credit Administration is e«sentiaL We request 
only that the supervisor not be also the policy-maker, "nils fondamentnl error 
Is made In the UII before you. 

(2) We believe the Congreee should and will stody carefnlly and wetf^ ser- 
iously the impact of those provisions of the bill which authorise lending trfn ncal- 
culated sums of money to individuals who are not farmers, not rancher^ not 
producers. These autliorities are embodied primarily in those sectlcms desUnf 
with loans for "rural boosing" and "related services." TTie capital erf the Foim 
Oredit System was supplied by tie farm pe<^e of America : the Banks and As- 
sociations were created for them. This bill arbitrarily makes tbis capital and 
these facilities available to nonproducers in unlimited amounts. 

In these proposals there mav be serious tax implications (e.g. the tax statM 
of manv of the Banks and Aisociations alread.v is iiiwlfr fsaminntlon : these 
changes well mav affect the status materially) ; juiil constitutional implicalloitf 
(e.g. may these nonproducer borrowers be dlsfrant-hisil, as is prop(«sed?) 

And perhaps of even more serious idgnlflcance in this area of lending too 
ppodncers is the question of the avallnbllity of lending tuiids. The P>ra* "^ 
System only recently has experienced a "credit crunch'" "-'•"" '••■■-" 
money markets for prtidurtion of agricultural prrnUicts wa 
sums tied up In nonproducer loans, a similar "cmTn-h" would \t, 
and well mlg'ht result In cnrtalllng funds to the ]in*ducers «*" 
and for whoae benefit it heretofore has existed. 

(3) We are convinced that the sections of the bill di 
n single security b.v the Farm Credit Banks with i 
Iwnklng systems need a great deal more study ^nd 
than they have recieved to date. 
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We have found that tbere are many leaders in the Farm Credit System who 
have grave doubts on tbe wisdom of this In^iortant pbase ot the bill. 

The three; segments of the System have widely separated groups at tanner- 
owners — cooperatives are in one, farmers and ranchers borrowing for prodnctliM) 
in another, and farmers and ranchers borrowing on land security Is still an- 
other. The extent of eross ownership among these systems Is surpriskigly nax- 
pow. Creation of cross liability aa between these groups Is a very serious under- 
taking and should be entered into only aftsr eitremely careful inresUgatltHi. An 
inquiry Into this phase will disclose that tlUs care to dat« baa not been exerdeed. 

Our position on this is simply that these sections should he wltbdnLwa from 
Uhe bill pending further study. 

(4) We believe we may assert with confidence that a large majority tot the 
leaders in our Banks and AssociatiMis favor the ereaticm of some form of entity 
by which tbe Banks may work together among themselves for provision of Joint 
services. Thia is autbarized to a degree in the bill (Section 5.6(5) ), but on ex- 
aminatloin you will note that any such agreements must have the prior consent 
of the supervisory anthority. Again we find a mix of supervision and policy- 
making. We submit that this section should be redrafted and its Intent to allow 
the Banks to work closely together should be stated clearly with the wde of IJie 
Farm Credit Administration heing In a supervisory capacity. 

We thank tbe Subcommittee for this (^portuuity to express our views. 
Respectfully submitted, 

C P. Gocm, 
Chairman, Farm Credit Board of Berkley. 

Ghab. G. Thohfsoit, 
Chairman, Farm Credit Board of Soutton. 

(Note. The above statement was also submitted by Senator B«itsen tor in- 
clusion in the record. I 

St. LotUi. Mo., Mav U. 1971. 
Hon. Herman E. Taluadob, 

Chairman, Agriotiltttre and Forestry Committee, TJnited States Senate, Wa»h- 
ington, D.C. 

Dbab Senator Talmasob : It is my honor as Chairman of the Board of Di- 
rectors of the Sixth Farm Credit District (which con^sts of the States of 
Arkansas, niinois and Missouri) to record with your committee the continued, 
unqualified and enthusiastic support of our board and the fanners and their 
cooperatives that we represent for the provlBlons of S«ia.te Bill S. 1483 now pend- 
ing before your committee. Our board is the policy making body for Tbe Federal 
Land Bank of St. Louis, the Federal Intermediate Credit Bank of St Louis and 
the St. Louis Bank for Cooperatives. 

This district has given its unwalvering support to the provisiona ccHitalned in 
Senate Bill S. 1483 from the time of its first endoreement by the Federal Farm 
Credit Board. We were given full opportunity to participate In the pcJiey making 
decisions which preceded the drafting of the legislation. 

Today's credit needs of agriculture can no more be met by laws adt^ited in 
1916, 1923 and 1933 than can a. farmer with horses and horsedrawn eqaipment 
compete successfully with tbe giant new conuMnee and tractors. Our Farm Credit 
laws need modernizing aad updating for efficiency, flexibility and respwislveneBB 

Our land bank system must be freed from the ardiaic 66 percent limitation on 
loans on farm real estate. More and more, our organizaUoas are being called 
upon to meet bona fide needs of rural housing not now permitted w pracUcaMe 
under present Farm Credit laws. We are not talking about building houses is 
towns or villages but out in the rural areas. 

A^ the structure of agriculture has changed, there has develt^ied a great need 
for our production credit associations to finance farm related businesses, such as 
custom combining. A similar need exists as to financially related services, audi 
as electronic farm record keeping. 

Additional flexibility Is critically needed for our bank for cooi)eratlves In Its 
capital structure and earnings distribution in order to better meet the financial 
needs of farmers' oS!-the-farm business. It Is also bectMning increasingly impera- 
tive that the maximum authorized debenture to net worth ratio applicaUe to 
the banks for cooperatives be increased from the present 8-1 ratio to a 20-1 
ratio. Otherwise, our bank For co<q>erBtIvee will not be able to Increase Its lending 
capacity to meet the ever growing demands for credit by agrlcultaral coopera- 
tivee In our district. 
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Unlike Bome organlEatloiis, we do not come before OcngreM aaUns for moner. 
We ask only that tbe laws by wbtch we are controlled and eaperrlaed be mod- 
ernized BO tbat wfl can meet tht credit needs of tbe tanners and eUglUe fann 
cooperatlvee In Arkansas, Illlnots and Ulseouil. 

The farmers ot our district Join our board of directors in ezmvntng appreda- 
tlon to you for your sponsorship of this Important legislation, tmd nige Its 
passage. 

Veiy truly yours, 

C. M. FoBE, Chairtnan, Farm Credit Boari o1 St. Lotitt. 



The United SUtes Savings and Iioaa IJeaKoe aptiredates the opportimltT to 
submit this Btatemeat eiprewliifr its views with reepect to B. 148S, tlie Faim 
Credit Act of 1971. 

We can well appreciate the objectives of codifying and modemlElng the govem- 
ing basic statute rather than bj piecemeal amendments. Also, we would have no 
obJectioQ to the stated alms of 8. 1483 to the extent that it would modemlieaud 
improve the availability of credit to farmers and ranchers for tbe operation and 
development of their respective operations, ObviouMy, many ehangee and devel- 
optneaXB have occurred since the basic statutes in these areas were enacted in 1916 
and W23. Our concern with S. 1483 retate« to the provl^ous whidi woidd an- 
thorlze Federal I^nd Banks and related entities to make long-term real estate 
mortgage loans to residents of so-called rural areas, and the Impact of sneh 
unfair competition arising both from the tax exemption affiwled tbe Federal 
Land Banks and tbe unlimited scope of such new authority. We InCcoid to develop 
these points In this statement We resx>ectfully submit that this departure from 
time-tested credit assistance for farm operations raises a host of queMloos as to 
the desirability in the public Interest of this change. 

As the singe largest provider of home mortgage credit In the nation, rural as 
well as urban and snbuiban, savings and loan assocLatlons hold $154 UUloa In 
mortgage loans, of which $134 billion is in conventional mortgages, and $20 bil- 
lion In FHA or VA insured or guaiuuteed mortgage loans. In relation to otliec 
lenders, the following statistics may be Of interest to tills Comialttee. As at tlw 
end of 196d, savings and loan associations held 44.3% of all home mortgage loans, 
cconmerclal banks held 15.6%, mutual savings banks 13.6%, life Insurance com- 
panies 10.5%, Federal Government agencies 6.4% and all others ».6%. 

Perhaps of even greater significance to this Committee, while home owner- 
ship Itad risen by the third quarter of 1869 on a nation-wide bafds to 6H% of the 
total popu ation, the homeowner occupancy rate in the Standard Metnqmlitan 
Statistical Areas amounted to 00.6% ; while in tiie moT« nual azea^ ootalde 
SM8AS, the incidence of homeowner occupancy was 70,8%. This bears out the 
general concept that home ownership Is more prevalent In nou-uiban areas than 
In the urban and suburban areas encompassed in the Standard Metropolitan 
Statistical Areaa And, In these non-urban areas, savings and loan associations 
have been, and continue to be, the primary source of b«ne mortgage finance. 

As of the end of March of this year, statiStios published by the Federal Home 
Loan Bank Board indicated that there were 5,710 savings and loan assoclatloni 
in the country. There are 3.984 brunches and mobile facilities (used In qiarBely 
settled areas), making a total of 9,862 operating sites. When we couple these 
fatrtors with the ability of these associations to uow make conventional mortgage 
loans within a 'radius of 100 miles of their offices, it is difficult to perceive at any 
slgnlflcant number of rural areas which are not reached by a savings and loan 
association. We are not unmindful that other financial institutions, life Insurance 
companies, and other financial Intermediaries also provide mortgage loans to 
residents in rural areas. In our view, the private sector,wtthout anjr QoTemment 
subsidy, can well be proud of the part it has and is playing to finance sbelt^ for 
rural residents. 



1 The United BOateB Ssvlnga and Loan Lcaini^ IwR ■ membership of 0.000 n,vliigB aad 
l(Mii aasodaUoDB, representtag oveF DS% of the HBseu of the aavinsa and loan liii^iiiM 
League memberdilp locIudM all t^pes of BBsoela.tlonE< — Pederol and rtate-CftartCKd, InaoTtd 
and uninsured, stock and mutual. The prludpal offlcers are; Lewis B. BstOB, WM r HM t 
FresiM), CWlfamla : John P. FHir; , Vice President. Albert Lea. Minnerata; TWb B. Mtott, 
Jr.. Legislative Chairman, Jackson, Mississippi ; Norman Strunk, BiecntlTe Vic" " — "—'■ 
Chtcasa. Illinois : and Stephen Sllpber, IiCKtslatlTe Director, WnsUnKtOD, I 
b— *5uartera la at 11 Eaat Waeker iJrlve. Chlcaeo. Illinois (60601) ; snd the . 
C i Is maintained at 425 13th Street. N.W., Washington, D,C. ; Telephone « 



Under tbe proriBloiis of a. 1483, Federal La&d Banks wonld be aiiCtiorfaed to 
make lon^erm real estate mortgage loans in rural areas for terms up to forty 
;«Br8 at a rate of interest covering th« cost of moner plus oecessarr reKem* and 
expeoeeB. There ja no UmitatioiL in the bill oonoernlng the nm-riminn amoant of a 
loan, tbe mlnimtuu down-payment, or wbat percentage of such loans moBt be borne 
mortgage loana-^the bill merely refers to "real estate mortgage toans". 

In contrast, tbe Federal savings and loan legislation limits the amount, tbe 
duration and, ia effect, tbe extent of down-parmcnt. As structured, the legl^a- 
tion requires the major portion of savings and loan assets to be used eiclnsivelr 
for home loans, which are defined by statute. Most atate-cliartered savings and 
loan associations operate under somewhat similar restrictions and limitations. 
If all other matters were equal, this difference in the legislative scheme would 
create for tbe Farm Credit System a competitive advantage over savings and loan 
associations. The tax exemption granted the Federal Land Banks would create, 
however, an almost Impossible competitive position. Sot having to pay Income 
taxes substantially reduces expenses — one of tiie factors to be used in setting the 
interest rate. Consequent!;, the Federal Iiand Banks could offer mortgage loans 
bearing as interest rabe of perhaps ^% less than our members could possibly af- 
ford, Cnder the circumstances, it would be impossible to expect the home buyer 
to willingly pay any more Interest than he has to. As a practical result, the mort- 
gage loan business woud go to the entity offering the lower interest rate. Not 
enjoying the advantage of a tax exemption, our members would juat be driven 
out of tbe rural housing finance market. 

The anomaly of such a situation is that savings and loan institutions, chartered 
by Congress to provide such home financing, and wbo liave performed this func- 
tion for almost four decades, helping the American familj realize its ambition 
of owning its own home, would face the prospect of being completely submerged 
and taken over by another group of institution^, also creatures of Congress. 

Exploring the potential Impact of this phase of S. 1483, and excepting any 
short-run benefits, who will ultimately gain by driving our member institutions 
and other financial Institutions and financial intermediaries out of the rural 
housing finance market? Leaving a^de the lack of choice to the home buyer that 
this Idnd of monopoly would create, where will a substitute for the billions of 
dollars annually available out of the savings and loan associations and other 
Snancial institutions to finance rural housing come from? What Is offered in 
place of investing the savings of millions of Americans to finance housing? This 
Committee needs no remainder ot the recourse by Federal Land Banks to tbe 
capital mariicits to raise funds to meet (Alligations. The United States Treasnrr 
might easily have a new competitor in tbe debenture and t>ond market for an 
additional $10 billion or more each year to funij rural housing. Unlike tbe co- 
ordination and review which the Federal Home Loan Bank System is obliged to 
follow with the Treasury Department In connection with its debenture and bond 
offerings, the Federal Land Banks are free to compete with the Treasury In the 
capital markets. If, as a result of such competition, the ooet of Treasury borrow- 
ings Increases, who foots the bill? We respectfully submit that unless all the past 
experience is to be completely disregarded, ultimately the taxpayer will be pick- 
ing up the tab for the increased cost of money to the Treasury. 

In summary, we have a viable source of honslng credit in the private sector 
of the economy to meet the needs of our rural residents. The Congress gave the 
savings and loan business new tools a year ago in the Emergency Housing Act 
of 1970, namely, the eHtahlishment of a secondary market for conventional loans 
using the facilities of the Federal National Mortgage Association (FNMA) and 
the newly created Federal Home Loan Mortgage Corporation. This tool — using 
a secondary market to keep revolving funds available for mortgage lending — 
has worked well in tbe field of FHA and VA mortgages. We see no reason why 
this same concept will not operate as effectively in the conventional loan Held. 
The additional funds generated by tills new concept, the growing numlier of 
savers, now approximately 47 million, pins greater liberality recently granted 
by regulation in tbe sale of participating interests in mortgage loans by insured 
savings and loan associations, all point to an ever growing potential to meeting 
not only today's housing needs, but the needs of the decade Immediately ahead. 
We suggest that the savings and loan business, with all these factors available, 
lias the capacity to meet the needs of our rural residents without any Govern- 
ment subsidy. 

Before closing, there is another matter of some urgency which we should 
like to call to the attention of the Committee. The concept for the creation of 
the Federal Land Bank System was to obtain fimds by the issuance of bonds 
and debentures from the money market centers to supplement locally availatdr 
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Cnnds to service the needs of sgrlculture. In a departure from Utat coiicq>t, Ote 
Farm Credit AdmiolBtration is selling tl,000 ssvlngB bonds directly to ronl 
cnBtomerg on terms tbtt sBvIngB and loans, Bubject to rate cellingB, are nneble 
to matoh. For example, tbe first Issne In June 1070 carried an interest rate of 
t^%. a rate at leest X% in excess of what sttTings and loons could par for 
bonds in tbat denomination. To make them even more attiactire, while ootensl- 
bly 6-7ear bonds, they could be casbed In at auj time wltb vlrtuallf no penalty. - 
Wbat this did was to drain off funds from our members and move tbem into 
the Farm Credit System. It created no new money for rural housing'— It Just 
moved the fun^ Into the Farm Credit System. Is a tl^t money period, tills can 
easily drain the rural savings and loans and cause very serious problems. At 
the mlnimmn, It would substantially curtail housing credit 

Wben we were subjected to similar pra«tloe« In the Farmexs Home AdmlnlMiB- 
Uon aikl tbe ITreasory Department, they were quick to realise the In^cations 
of this diBlotennedlaUon of savlnes funds. The Farmers HtKUie AdmlidMraUoii 
Eatoed tts minimum Issue to ^,000 and the Treasury Department islsed its 
TntTrimniii on Treasury Mils to |10,000. We reepectfnlly recommend that the IVtrm 
Credit Admltvlstratlon eliminate the use of savings boiMls to raise cavUtd and 
tbat its K^lflr bonds and debentures be held to a minimum denrMnloatlon of 
(10,000. 

Thank you again for permltttng OS the oniortuolty of Qling this statement 



DEunre, 24. Mbi:, Mau », 1971. 
Mr. CoTYB M. MonsEK, 

Chief Clerk, Senate Committee on AgricuUvre and Forettty, 
Senate Offloe Buildine, WatMngton, D.O. 

Our organization Is made up of gins, oil mills, grain, feed mixing and manu- 
facturing. We serve all of Luna and some adjacent counties In New Mexico. Oui 
membersbip totals more than 4S0 who are all farmers, produceiB and randiers. 
Farm credit for capital is the most Important Item to keep this and many otlwr 
organizations like this going. Our board niianlmoasly endorsed and Bupprat 
senate bill 1483. Unless onr nation's agricultural producers are extended more 
liberal credit. We would be in serious trouble in years to come. The under- 
signed directors hope you will If possible include this tel^ram In tbe rectvd 
of bearings of your committee. Respectfully yours, 

Jaues icn-tjciij 
Douglas Thorp, 
G. X. McShebxt, 
Jaubb L. Fostxk, 
Oliit Offott, 

MABVIK MAMtWj 

I/una OottoH Co-op. 

Staitlet, N. Dae., May it, 1971. 
Dear Senate Committee on Agriouiture: 

I've been Informed by the P.C.A. In Mlnot that there is some bnsineBS coning 
before your committee soon that cotUd atTect the overall help PDA's are gtving 
farmers. 

I've been a member of P.C.A. Cor 13 years. I really awrecdate dealing wtUt 
them, your dealing wltb a group of experts, at a bank, espetdally In a small 
town, loans are made to every person and business for anything from a SBOw- 
mt^Ue to a drnggist to finance a shipment of pills. In a bank there Is 1 w" 
who baa the final say yes or no and If It's no you're out ! 

One service I really like from P.C.A. Is Agrifax. We were one of tbe first 12 
In Minot to get on it 4 years ago. We had asked them 2 years before that It 
they could get some sort of Computerized Bookkeeping going. I'm sure It Is 
by other people feeling as we did that Agrifax got off the ground. 

Some of the main reasons we like Agrifax are the big help In miiWng big 
dectelons. like more land, bigger tractor or a switch from one type of cattle oper- 
ation to another. We own 14S0 a. and rent SOOO a., have 450 yearling steers and 
heifers, 100 cows and calves plus put in 160 acres of wheat and pot up hay. 

With this many things going on and handling the amount of dollars we do 
It sure is good to be able to look at the printouts ea<h month to see }ast when 
money Is going then at theendof the year to see wiierelt went rad^rtMett CUM 
from, all on a nice neat printout 
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Also by enterprizlng our yearling operation, we know exactly how modi 
total coat we have In each steer or better bealdee hartng aH the ocwta bnAwi ctown 
as feed, pasture, vet, aaft other expenses. After selllug Agrifax ahowa tu how 
mnch proQt, it SJiy, we came up with. 

Besides all this Income tax figures are all right before yon no dlxglng or 
goessliig. 

AgrUaz has belfied oa make many management dedsloas and teel Ite a tool 
that man; more farmers should be using 

I really eppt«ciate this tedinloal assistaoce and I'm aiu« that as the yean go 
by P.C.A, -will continue to be a leader iu ways of hoping farmers. 

I would like this letter filed as my testimony favoring passage of the ld?l 
Farm Credit Act S. 1483. 

Thank you- 

Toure truly, 

Weed W. Kvaiis. 

Jackson CounTT Faru Bubeau Coopebative Association, Inc., 

8et/movr, Ind., May H, 1971. 

Mr. COTTS MOUSEE, 

Chief Clerk, Senate Committee on Agrioultwe and Foretlfy, Old Senate Offloe 
BtMdlnff, Waihinfiton, B.C. 

Deab aia : We would like the following comments filed and made a part of the 
committee hearings on the above bills. 

Jackson County Farm Bureau Cooperative Assn., Inc. Is a farm supply and 
grain marketing cooperative serving approximately 1400 farms and 10,000 petrtHU 
In Jackson County in southern Indiana, covering a trade area of BOO square miles. 

All major farm commodities are handled by our cooperative : petroleum, feed, 
seed, plant food, building supplies, fencing, farm chemicals, farm machinery, 
appliiances, etc. Current annual sales on all goods and aervlcee are almost 
16,900,000. 

Our cooperative started in 1930 with a net worth of |135. and has grown to 
total assets of $4,800,000. 

This growth would not have been possible without the available flnandng 
through Louisville Bank for Cooperatives. Financing through local lending instl- 
tnldone would have been a deterrent to our growth as thedr Umlted funds would 
not have been sufflcieat to meet the demands for goods and services of our farmer 
patrons. We are grateful for the help of Bank for CooperaOvea. 

We feel it Is imperative to maintain the eligibility of farmer cooperatives 
borrowing from the Banks for Cooperatlvee by a-dju»Mng ellgSbiUty Teqnirameinte 
to chan^ng conditijns. We heartily endorse the proposal of lowering frwn 90% 
to 66%% the voting media held by farmers. Thus serving a wider segment 
of credit needs of farmer cooperatives which would greatly assist in nual 
development and aid In the farmers' goal of obtaining a larger share of the 
consumers' food dollar. 

We solicit the committees favorable response to these bills, thereby greatly 
aiding agriculture which is a basic segment of our economy. 
Very truly yours, 

Cldtobd Osteuian, 

Treatttrer. 

[Telegrame] 

DauuuoRD Coop., 
Drummond, Okla., May SI, 1911. 
CoTTS M. Mouses, 

Chief Clerk, Senaie Committee on AgriotUture and Forestry, Old Senate Ogloe 
Building, Wathinglon. D.C.: 
I, Bill J. Reiswig, manager Drumniond coop, a grain marketing coop In Gar- 
field and major counties of Oklahoma having 1,500 stockholders would like to go 
on record as favoring Senate bill 1483 on farm credit. Would like for you to 
include this telegram In the records of sul>commIttee hearings on Senate bill 
1483. Original to Cotys M. Moaser, Chief Clerk, aenate Committee on Agricnltore 
and Forestry, Room 32Z. Old Senate Office Building, copies to Senator Henry 
Bellmon, Senator Fred Hanisand Hon. Happy Camp. 

Bill J. BxiBWio, 

Manager. 
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Mabtland GooraEATiVB HiLK Pmovcrans, 

Baltimore, Ud., May », 197J. 
C0TT8 M. M0U8ER, 

Chief Clerk, Senate CommUtee on igrtoiOture and Foreatry, OU Bmaie Offiee 
Buildtnff, Washington, D.O.: 
Maryland Cooperative Milk Producers, Inc., a milk markettng cooperatiTe 
representing more tbnn a thoasand dairy farmer families locaied principally in 
Maryland many of whom utilize the service of the farm credit systeoi, sapporbt 
the Farm Credit Act of 19T1 aa It appears In Senate bill 1483 and reqoeats that: 
its afflnnatlve portion be recorded as a pert of the bearing record of the Senate 
Committee on Agriculture and Forestry. 

R. L. Stbook, 
Biuinett Manager. 

Unioh Equitt Coopsa&TivE BxcHAHeE, 

Bnid, Okla., May tl, 1971. 
O0TY8 M, MoDSEs, 

OMef Clerk, Senate Committee on Affriculture and Foreitry, Old Senate Ofiee 
Building, Wathington, B.C.: 
Onr cooperative represents 142 member cooperative organiaatlfKui in the 
States of Texas, Oklahoma, Arkansas, Kansas and Colorado. Tb.% benc^ts from 
Senate bill 1483 to our organization and to our stockholders In meeting ttie 
Bnanclal needs of the future, causee us to strongly su^^Mit this bill. 

We reqnest this be made a part <f the record of the Senate Bobcoounlttee 
hearing on Senate biU 14S3. 

GlBAU) D. F V*«T*n, 

Executive vice president and general monomer. 

Fabuwat Ooop., 
BeUM, Kant., May tl, 1971. 

COTY8 M. MOUSEB, 

OKeif Olerk, Senate Committee on Agrianlture and Foreitry, Old Senate Offloe 
Building, Waihin0on, B.C.: 
Speaking for the board of directors and the 4,800 members of Farmway Coon 
Inc., which serves fanners In a Ave conoty area of north central Kansas, I 
strongly urge your favorable consideration of Senate bill #1483. The passage 
of t^ilw legislation is necessary for farmers to adequately flnance their fanning 
operation and their farm business in our rapid changing economy. I hope that 
this wire can be made a part of the minutes of the subcommiMee hearings on 
Senate bUl 1483. 

Fbaitoib B. Qwnr, 

Qenerai Manager. 

HEI.BRA Conow On, 
Helena, Ark., May 22, 1$71. 
Corrs M. Mottsca, 

CMef Clerk, Sttl>oomimlttee on Agrimtlture Credit, 
Old Senate Office Building, Washington, B.C.: 

Request flle as part of record our general support of Senate bill 814S8 
parOcoIarly the part relating to cooperative banks. 

Joora Bbadt, 
Oenena Manaifer. 

PaoDiTcnfi BicB Mill, 
Stuttgart. Ark., May tl 1971. 
CoTzs M. MonsEB, 

Chief Clerk. 

SuboomnUttee on AgrioultHral AeseonA and Rural Eleotrifloation, 

Old Senate Olftce Building, 

TFMWnffton, B.C.: 

Please flle for part of the hearing record our support of Senate bill 8. 1488. 
We are especially interested In title 3 concering banks fot cooperatiTCS. Onr 
membership of 1,000 Arkansas fanners feel that this legislation will fulDH the 
needs of growing cooperatives. 

ROHAU) W. BAILKr, 

Exe<yative Vice President and General If MM^ar. 
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Cotton Fabiubs Coorkativs Out, 

Hobart, Okla, May 21, 1971. 
CorxB M. MousEO, 

CMef Clerk, Senate Committee on Affrieuiture and Forettrv, OU Senate Ofioo 
Building, Washington, B.C. 
We serve 424 producere and we support S. 1483 becanae of our Increaaliig need 
lor credit Let this wire be part of tbe record of Senate Subcommittee hearing on 
S. 1483. 



Ocean Spray Ckanbebbto, 
Hanaon, Mata., May SI, 1971. 
Corre M. Uousbb, 

CMef Clerk, Senate ComtrMtee on AffrieuUare and Forettry, Old Senate Ogtce 
Bviidine, Washinoton, D.C. 
Ocean Spray a wholly owned fanner cooperative wisbea to be recorded In 
favor of the farm eredit leKlslatlou, aH of our facilities wtalch are owned bj 
approximately 1,000 farmers in tbe United States bave been financed tbrou^^ 
tbe farm credit aysteni. I know we could not get credit and financial backing from 
outside financing inatltutlons. Please see tbat tbfe telegram la made a part of 
tbe bearing record. 

Geobge C. p. Olsson, 
Chairman of the Board. 

COOPEBATtVE AeSOOIATTON No. 1, 

Slater, Mo., May 21, 1971. 
C0TY8 M. Mouses, 

Chief Clerk, senate Committee on Agriculture and Fore»try, Old Senate 0$Ux 
BuMdAng, Washington, D.C. 
Our association of more tban 700 farmers sharebtridera request file as a part of 
bearing record our general suMKirt for 3etiat« bill S. 148S and In particular the 
|iart that pertains to banks for ccx>perattve. 

H. H. BD1T8, 

Manager. 

FABMEatB CooPESATtTE Okain Dbauxs ASSOCIATION <# Oklahoma, 

Enid, Okla., May SI. 1971. 
CoTTB M. Mouses, 

Chief Clerk, Agriculture and Forettrv, 
Old Senate OfHee Building, Wathington, B.C.: 

Tbe Farmers Cooperative Grain Dealers Association of Oklahoma consists of 
a membership of 150 cooperative communities which represents some 50,000 farm 
families. One of tbe resolutions adopted at the 5Sth annual conventioni April 15, 
1971 was in regard to 1971 farm credit legislation S.B. 1483, "Because of the eTer- 
liicreasing requirement for capital In tbe various fields of agriculture, we urye 
favorable consideration by senators and congressmen of the pr<^iosed 1971 fann 
credit legislation." We request tbat this reetdutlon be made a part ot the hearings. 

Willis Despair, 
Eweculive Secretary and General Manager. 

HFC Sebviobs a a I. , 
Jackson, Mita., May 15, 1971. 
Cons M. MousEB, 

Chief Clerk, Senate Agricutture and Forestry OommUtee, 
Old Senate Offlae Building, Washington, D.C: 

MFO Services AAL, a regional cooperative serving some d^ty tbousaud 
farmers lu Mississippi, I.ouislana and Alabama strongly supports S«iate bill 
1483. tbe Farm Credit Act of 1971, and recommends early and favorable action 
OU tids legislation. Please so Inform the committee and also make this a part of 
the record in support of Senate bill 1483. 

A. E. Beaix, 
General Manager. 
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HutolUmoH, Kam., May 22, 1B7I. 
C0TI8 M. Mouses, 

CMef Clerk, Setuite OomnMtee on AgriouUure and Forettiy, 
Old Benate Office Bvilding. Wathinffton, D.C.: 

We strongly urge favorable actl<m on Senate bill 1483. We am making tbifl 
reQiKCtt on b^alf of tbe ac^ue tluee bundled thonsand ftumer ntemben In (lie 
S Btatea we serve. All of the adveree preesnres on agriculture makes it ImpeiadTe 
tliat credit for fanners be broadened and strengthened K we are to pneB^rre onr 
most efficient agricidttiral Induetry that proTldee our consumers food and flber 
In greater abundance and at lower coets tlian any place In the world. 

Improving and broadening farm credit activities in serving farmers aa provided 
in Senate bill 1483 is extremely Important and this leglslatlou deserree pnnnpt 
and favorable respotkae by our Congreee and we respectfully request favorable 
action by this committee. 

We ask tbia communication be made a part of tbe record of the Senate Sob- 
committee bearings on Sraate bill 1483. 

3. H. DsAir, 
Bxeoutioe Vtoe Prettdent and Oeneral Mmaaer. 

Fabu Sn(vi(» CoopOKTivx, 
FavetteviUe, Ark., May SI 1971. 

COTY8 MOUBEK, 

Chief Clerk, Buboommtttee on Affriottlttire and Rural BleotrifieaUon, Old Senate 
Senate Buildino, TTiMfelmrton, B.C.: 
Please place oa file as part <A bearing record our support of SB 9. 148S. We 
are Interested particularly in title 3 concerning bank for coofjmitlveB. This will 
provide more modem bank operations. 
Thank you. Wai-tkb F. Loikt, 

Uanager. 

Daibtuia Coof^utivk, 
New York. Tf.Y., May $i, 1971. 

COTYS M. MOU8EB, 

ClUef Clerk, Senate Committee on Affrbmttvre and Foreatry, Old Senate BtrilMiff, 
WiMMnfffon, D.O.: 

Dalrylea represents 12,000 dairy farmers In tbe northeast. We want to Indi- 
cate support for Senate Bill 1483. Particularly anxious to call your attentltni 
to need for changing debt to equity ratio from presently restricttre ei^t to (me 
to twenty to one as described la bill. Request you make this telegram part of 
public record. 

Lestxb W. HAsmr, 

Pretident. 

Daibtxiia CooFiKATrva, 
yew York, N.Y., May $1, 1971. 

Mr. GOTYS M. MOUBEB, 

CMef Clerk, Senate Committee on AffrUmtture and Foreatry, Old Benate BiUUHite, 
WaalUnffton, B.C. 

Deab Mb. Moobeb : I am writing t^48 letter to follow np the telcgism SNit to 
you today, Indicating the support of Dalrylea Cot^iraatlve Inc. for Senate 
Bill #1483. 

Dalrylea is an organization representing 12,000 dairy fanners oovcolng ten 
states In the northeastern part of the United States. These farmers, as well as 
our Cooperative, are dependent upon the Farm Credit system t« meet their 
ever-increaalng flnancial needs. 

I would especially like to call your atteatiou to tbe need for changing the ddit 
to equity ratio from the presently restrictive eight to one to twenty to one as 
described In the Bill. I thiidi It Is important that the bank have the SexlbBHy thit 
it requires In order to supply the needs of the fanners as well as tteir 
cooperatives. 

I would appreciate your making this letter part of the public recmd. 

Thank you very much for your consideration of this matter. 
Sincerely yours, 

IxSTBK W. Mahdi, 
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Pbodxtobbs Coopcbativb On. Hnx, 
Oklahoma City, Okla.. May 21, 1971. 
COTTB M. MousEa, 

Chief Clerk, Senate Committee on AffrtouUvre and Forettry, Old Senate Office 

Bailiing WatMngton, D.C.: 

Our oompan; serves 53 cooperaitlTe cotton ^Lan represeDttm; 7000 prodooete. 

We support S. 1483 because of tbe increasing need for credit in this sector. Let 

tbis telegram be part of tbe record of Senate subcommittee bearings on S. 14S& 

A, L. Hasixton, 

ilanaoer. 

ROCKinOHAM POULTBT MABKBTIHO GOOPEB&TIVEe, 

Broadtoay. Va.. May 22. 1911. 

Mr. COTYS MOUSEB, 

Chief Clerk. Senate Committee on Agriottltwre and Forestry, Old Senate OfjUx 
Building Wathingtoii, D.C.: 
iRockingham Poultry Marketing CooperatiTe, Inc.. a poultry marbetiug coiqiera- 
ttve, repreeentJng approximately 8000 membOTS, wtebee to go on Teoard In sup- 
port of S. 1483, the Farm Credit Act of 1971. We urge the committee to give 
approval to S. 1483 as it will prOTlde the bads for a stroug, contiDulng and grow- 
ing fann credit system. We further request that tbis wli« be made a part ot tbe 
bearing procedure. 

Geoboe a. Hettz, 
Oeneral manager and treasurer. 

KEYBTOnn CoopnurtvB Obape Abbocutton, 

North Bart, Pa., May 22, 1871. 
Cone M. Mouses, 

Chief Clerk, Senate Committee on AffriotMure tind Forestry, Old Senate Office 
Buildino Washington, B.C.: 
Keystone Cooperatiye Crape Assodation, membership 230 fruit and vegetable 
prooeasore aje in support o* bill 8. 1463 and request wire part <rf hearing record. 

Mas Wbathb, 
Oeneral manager. 

ErFinoHAu Equitt, 
Effingham. III., May 22, 1971. 
CoTSS Mouses, 

Civief Clerk, Subcommittee on Agricultural Credit and Rural Eleotriftoation, 
Senate Office Buiiding, Washington, B.C.: 
Our associatioa reprmente about 4SO0 Cann^ members. Seqoest you file ob 
part of record our general anpport of Mil S. 1463. Bapeoially support tttle 8 which 
relates to bank for cooperatives. Entire bill would provide flexibility to better 
serve cooperatives. 
Sincerely. 

ROBEBT OBTHOFT, 

President of Board of Directors. 

Fabmebb Cooperative, 
Frederick, Okla., May 22, 1971. 
CoTTB M. Mouses, 

Cheif Clerk, Senate Committee on Agrieuitwe and Forestry, Old Senate Office 
Buiiding, Washington, B.C.: 
We serve 950 producers and we si«>part Senate Bill 1483 because oar in- 
creasing need for credit Let tbls wire be part of record of Senate Snbconunlttee 
hearing on bill 1483. 

H. M. QiLBBsrH, 

Manager. 
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FABinU COOTEBATITK AssOOUTiaiT, 

OUntm, Okla., May Zl, 1971. 
Cana M. Moubek, 

Oheif Clerk, Senate Committee on Affrletiltwe <md Forettry, Old Smote Offloe 
BuUdUig, WatMni/ton, D.G.: 
As general manaKer of Farmers Coop Assoclatloii, Clinton, Okla.. repreaentliig 
1000 members In area of 2 counties we are nrglng a favorable consideration of 
Senate Bill 1483. Please make tUa telegram part of record of Senate Sub- 
committee hearings. 

FOBBEBT TKHITAirr, 

Qeneml Itanoffer. 

Knoube Foods CoGnsA.TiTX, 
Peach aien, Pa., May tl, IVtl. 
Cblef Clerk Moijseb, 

Senate ComntUtee on Affriculture and Foreitry, 
Senate Ogiee BuUding, Wathington, B.C.: 

We would apreclate your recording as part of your bearing record Knonse 
Foods, Ins., support of Farm Credit Act of 1971, Senate Bill 14ea Knonse Foods 
Is a grower-owned processing cooperative representing growers In Pennsylvania, 
Uaryland, West Virginia and Oblo, we iqierate tbree plants in Pennsylvania 
and support for tuis bill will benefit both the 200 growers monbers and their 
processing cooperative. 

Dear L. Oabct, 

PretHent. 

Fabmebs Gkain Coopebattve t9 Kdkbka, 

Eureka, III., May tl, 1971. 

COTTB HotTBEB, 

Chief Clerk, Sulcommlttee on Agrtcultttral Credit and Aural Blectrtflcation, 

Old Senate Offlce BuacUng, WtuMnoton, B.C.: 

Our association has over 500 farmers patrons and we request yon Ale ai 

part of record our general suport of Senate trill S. 1483. Particularly Interested 

In part wliicta relates to bank of cooperatives. Bntlre bill would provide fl^bUMr. 

P. C. Kekitet. 



Maihe Potato Obow^u, 
Pretque lite, Matne, May OS, 1971. 
CoTTS M. MouaEB, 

C\ief Clerk, Senate Committee on Apriculttire and Foreitry, 
Old Senate Offlce Butiditv, WatMnirton, B.C.; 

Please register as part of the Public Record my BaK>ort for S. 14SS onr co- 
operative would receive Qnancfai benefits which would enaUe us to more fully 
serve our farmer members particularly If recommended changes propoaed In 
the bill relating to banks for cooperatives are made. 

Chabub H. OimreT, 

Oeneral Manager. 

Aboostooe Pedebatioh of Fabmmb. 

OarVtott, Maine, May tl, 1971. 

COTTS M. MOUB^ 

ScHate Committee on Agriculture, 
OldBenate Offloe Building, Waihington, B.C.: 

The Aroostook FederatlnKi of Farmers, a Coopemttve In NorQiem M«in» , 
consisting of over 1000 membeis is In favor of Senate PR^ioeol No. fi. IMS. May 
we request that this telegram become part of the offldal record. 

B. jr. KUtas, 
General Manager amd Treaaurer. 
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Aboohtooe FratEBATioR OF Fabubbs, 

Caribou, Maine, Mav 21. 1071. 
Hr. CoTTB M. MonsEB, 
Senate Clearing Committee on Agriculture, 
Old Senate Office Budding. Washington, D.C. 

Beab Mb. Mouses : The Aroostook Fedeiathm nt Farmers, a OoopeoaVtive In 
iinrlbem Maioe, couslBtins of over a Uiousand memberB, Is in favor of Senate 
Proposal, S. 1483. 

In particular, we are extremely Interested In the sectLou on tlie Bank for Co- 
operatives, in incrca^ng tb^r d^t to eqttity loaning power. We fee4 that tbere 
is ffcring to te an incressed demand for fonds frc«n Cbe Bank fttr OooperattTea 
In tlie future to modernize agricultural boednesa 
May we request that this letter tteeome part of Uie offidal record. 
Sincerely, 

B. J. Keeetas, 
Qener^U Manager and Treattirer. 

Fabuland IflpnsTBiSB, 
Kantoi Cttv. Mo., May 21, 1B71. 
COTTS M. Mouses, 

Chief Clerk, Suhoommittee on Agricultural Credit and Rural Eleotrifloation, 
Benate Committee on Agriculture and Forestry, Old Senate OjJIoe Building, 
Washington. B.C.: 
BespectfuUy recommend favorable action on S.14S3— "Farm Credit Act of 
1971." Farmland Industries' more thHn 2,000 cooperative aasociatloins, owned by 
some 400,000 farmers and ranchere in fifteen states, are vitaUy Interested in 
credit. Expansion in farm credit, as provided in this biU, is essential to inde- 
pendent agricultural producers and young farmers so tliey cbm continue to pro- 
vide a highly productive and efficient agricultural economy in this country. We 
urge your support. Will you please make this telegram a part of the subcommittee 
record. 

Bbhbbt T. Ldidsez, 
President. 

UoLYOKB Cooperative Associatioh Boabo of Dibectobs, 

Soh/oke, Colo., May 21, 1971. 
CoTTs M. Mouses, 

Cheif Clerk, Senate Committee on Agrtoulture and Forestry. Old Senate Offloe 
BuUding, Wathin^ton, D.C: 

Deab Sis; We are a large farmers supply and purchasing cooperative located 
ill Northeastern Colorado serving farmers in Phillips, Sedgwick, and Tnma 
Counties Colorado and part of Chase Connty in Nebraska- 

We market grain for some 1000 members and furnish them with their oil, 
gasoline, tires, fertilizer, and other farm supplies in the amounts of $1,300,000.00 
per year. The growth of our cooperative and the farmers we serve la growing 
at a very rapid pace. Therefore, we feel that we need and must have more 
funds available from our banking institution, the Wichita Bank for Cooperatives, 
at- they do not have the latitude at this time to make loans that are now needed 
and In the future even more. So to make credit posslUe for the future of farm- 
ii% in our area v/e feel tint 'Senate Bill Nnmber 1488 iirovides aoch broadened 
aiilliorization. 

We urge you to consider this bllL Please Include this t^egram In the reooid 
of bearings of your committee. 

Bespectfnlly submitted. Ndal LEAraiBB, 

Oeneral Manager. 

Mid-Amebica Daibtueii, 
aprtm/fl^d. Mo.. May 21. 1971. 
Chief Clerk Cotys Mouses, 

Subcommittee on Agricultural Credit d Rural Electrification, 
Old Senate Office Building, WasMngton, D.C: 

Bequest you flle as part of record our general support of Senate bill, S. 14S3. 
Particularly interested in Title 3 whlcii relates to bank to coops. Bill wotild 
provide fleslbility and better serve fanners and their cooperatives. Mid-America 
Dairymen represents 21,000 dairy farmers in 13 mldwestem States. 

WiLUAU A. Powell, 

PreHdeni. 
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AKDAU FABMESa OOOF^LATITS Co., 

„ . „ „ Andale, Kan., Man tl, 1871. 

Senator Robebt Dou, 
Veto Senate Office BuOaUv, 
Wathinoton, D.O.: 

We, the Andale Farmers CooperaUve Ca, Andale, Kanaaa, repieaNit ISOO 
farmer patronfi In the Sedgwict, Reno, and Harvey Connty, Kanaae area 

FarmerB and rancbers mnat have additional financial aaaUtance and niner 
vision. They are demanding sound credit assistance to meet their present caidtal 
Inreatment requirements now and for the future. 

Passage of Senate bill 1483 provides this. Passage Is mandatory. Paaaage 
of this legislation haa no financial effect on the bndget or tazpayen of tlte United 
States. Bonds and debentures are sold to the public to clianDel the moner derived 
to every farm area In the United States. 
Farm credit system is self supporting. 

We request that this telegram be made a part of minutes of the subcommittee 
hearings on Senate bill 14S3. 
Respectfully, 

Ray BMLOBsicBaeMR, 

PrMUeiU. 
N. B. SoHitm, 
Manager. 

Btatbmeht of Ralbioe W. Gbeene. Chaibiiah, Comhittee 
LATioir, National Ijiaodb of Inbtibed Sathtob Asbociatioitb, St. 
Fla. 

Mr. Chalnnan and meml>era of the Subcommittee on Agricultural Credit and 
Rural Flectriflcatlon, my name is Raleigh W. Greene. I am Preaident and Oilef 
Ejtecutlve Officer of the First Federal Savings and Loan Association of St. Petera- 
burg, Florida and serve as Cbalrman of the Committee on Federal Legislation of 
the National League of Insured Savings Associations. These comments are offered 
on t>ehalf of the National League, a nationwide trade association wbOM mem- 
bers are savings and loan assoclatlona and other organlEatlons connected irith the 
savings and loan industry. 

As the Chairman noted upon Introdut^lng this bill, It would rewrite present 
Federal laws dealing with farm credit Over the years, the Farm Credit Bymtem 
has provided for farms and ranches the same type of hdpful financing that the 
Federal Home Loan Bank System has provided for homes. Indeed, the two sys- 
tems have many similarities. Both are baHlcally supported by users of the system 
rather than by Federal funds, although both have a standby arrangement that 
would enable them to borrow funds from the United States Treasury under 
limited circumstances. 

With reference to tax status, however, Federal land t>ank aBboclatlmi and pro- 
duction credit aasoclatlonB enjoy a much more favoratde position tbon ttelr 
counterpart savings and loan associations. Section 1.21 of the bill woidd exemiit 
income of Federal land 1>ank associations (as well as their cairital, reaerrea and 
surplus) from Federal, State, municipal and local taxation. Sectttm 2.17 of Ute 
bill would provide the same tax exempt status for production credit aasociatlons. 
By contrast savings and loan associations are subject to Federal, State, municipal 
and local taxation on their Income, For Federal income tax purposes, they are 
permitted by statute to place a limited percentage of Income In bad debt reserves, 
thus removing tliat setaside from taxable income while it remalna in the reaerve 
or la used to pay bad debt losses, but the remainder of income is taxable at reg- 
ular Federal tax rates applicable to corporations. The tax status of savings and 
loan associations under State laws varies with the requirements of law & par- 
ticular States; they have no general exemption frmn taxation by States or Uielr 
potential subdivisions. Assuming there is net Income from operatiwis, the iHUd* 
ness expenses of Federal land bank associations and production credit aasoda- 
tlons from the identical amount of gross Income would be lower than expenses 
of savings and loan associations, to the extent that tax UabiUty forms part irf 
tliose expenses. 

Yet section 1.7 of the bill with reference to Federal land banks and Fedenl 
land bank as.'^odatlons and section 2.14 of the bill with reference to prodnctioa 
credit associations would include expenses (ttf Federal land banks, Federal land 
bank associations and production credit associations) as one factor in detwmln- 
Ing the Interest rate to be charged on loans made by Federal land banks thrtnigh 
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Federal land bank assodatlona or otber flnandal insdtntions and loans iDkde 
by production credit assoclatione. 

This factor of tax statue alone, then, would tend to make It feastUe for 
lending units within the Farm Credit System to finance IxHnes for rural resldentB 
at a lower rate of Interest than it is economically feasible for saTlnga and loan 
aBEKtdations to charge for euch loans. 

Because the financing of hou^ng is tlie prindpal activity of savings and loan 
associatioDB, the tax consequences of that activity fibould be no greater on mt- 
ings and loan associations than tbey would be on units within the Farm Credit 
System. Yet the history of Federal legislation shows a continual Increase, instead 
ot decrease, In the tax consequences of savings and loan association activity. 

The above problem of tax differential arises because the bill would expressly 
empower certain unlta of the Farm Credit System to make loans to rural resi- 
dents (whether or not they are famLeia or ranchers) to provide financing witb 
reference to rural homes. Sections 1.6, 1.8, 1,10 and 1.12 would authorize Federal 
land banks to make such loans maturing from S to 40 years ttarougb Federal land 
bank associations or, if tliey are not available, through certain otber financial 
InstitutiDns (presumably Including savings and loan associations as "savings in- 
sUtutlons"). Section 2.15 of the bill would authorize productl<« credit aesoda- 
tiona to make short- and intermediate-term loans to rural residents for housing 
financing in rural areas upon a secured or unsecured t>asis. 

The National League rectHnmends that these particular autliorlsationB be 
deleted from the bill. In eftect, they would create a new housing-finance lasdtn- 
tioa at a time wben no such new institution is required. 

Recent surveys of agricultural banks by the Federal Keeerve Bank of Chicago 
were reportedly interpreted by economist Dennis B. Staarpe of the Cbicago Fed- 
eral Reserve Bank as showing an expectation by one fiftli of ttie bankg surveyed 
ot a drop in demand for farm real estate loans from their banks. Mr. Sbarpe Is 
Stated to have attributed &1b to increaBed activity by other lenders on farm real 
estate, including life Insurance companies ae well as Federal JLand Banks. Sat- 
veys by both the Chicago and Minneapolis Federal Heaerre Banks were reported 
to Indicate a greater availability of commercial bank funds for farm loans than 
last year, accompanied by a decrease in interest rates charged for farm loans. 
Both surveys indicate an increase in d^nand for (arm credit other than real 
estate loans. 

Federal Home Loan Bank statistics sliow a plentiful supply of loanable funds 
in savings and loan asenciationa on a nationwide basis. Uoreover, that Board has 
recently been amending applicable regulations to make it possible for those 
funds to flow more freely into housing finance markets around the country. 

The Presidential Commission on nnancial Structure and Regulation Is due to 
report in December 1971 its recommendations for functions that should In Its 
opinion be performed by various types of financial institutions. 

The National League respectfully recommends that the public Interest will be 
better served if units of the Farm Credit System devote their efforts to meeting 
the business financing needs of farmers and ranchers (and marine producers 
and harvesters), fields in which those units have acquired experUse over the 
years, rather than run the risk of diluting their activity in those fields by em- 
barking upon a new venture of housing finance at a time when experienced 
institutions already exist to provide that type ot finance and possess the finan- 
cial resources to do so. 

The National League appreciates the opportunity of presenting tbese views. 



Statguent of Johk M. Mabtin, Manaoino Dibbotok, M<»ile Boues Maittfao- 
TtTBEBS Association, Ablinoton, Va., Also Bxpwxusnrta the nuiLBB Coaoh 
Association 

Mr. Chairman, Members of the Committee, my name is John M. Martin, and I 
am Managing Director of the Mobile Home Mannfactoiers Association, 1800 
North Kent Street, Arlington, Vii^nla. I am also submittia« this testimony on 
behalf of the Trailer Coach Association, 3855 East LaPalma Avenue, Anaheim, 
California. Both Associations support the adaptation of the farm credit ayst^n 
program to include financing of mobile homea in rural areas. 

Figures comiidled recently indicate that during lOTO mobile homea accounted 
for 95% of single family homes sold for $16,000 or less; 72?4j of single family 
homes selling for under £20,000; 61% of eingle family homes selling for under 
63-204 0— TJ 29 
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S2S,000 ; and ^% of all single family bomes. We have bec<»ne tlt« domlnaot flgara 

In lower-cost houBlng. 

The middle west, BoutiieaBt and southwest rectived tbo bulk of last year's 
mobile tiome shipments. Orer 300,000 bomee, or 75% of tbe productloa, went to 
2A states In the areas mentloaied above. It la of lDt«rest to note that tbe most 
recent figures available Indicate that these regions have 72% of tbe Natl<»i's 
rural population, and, more spedQcally, 8i% of our farm pc^nlatlon. Baaed on 
this data, It would not be unfair to state mobile home living Is generally weU 
accepted among the rural and farm pc^nilatlons. 

We would like to recommend to the Committee that an^ mobile home financed 
by tbe Farm Credit Administration be bnllt to All&.l, which ts a oadMial stand- 
ard adopted by the American National Standards Institute. Peo(de serving on tbe 
committee which developed the standard represented various agendes ot Govern- 
ment, National Association of Home Builders, Underwriters Laboratories, Ameri- 
can Oas AssodatioQ, and other similar organizations. Comi^lance with A119.1 
will give tbe consumer assurance of necessary qualities for health and safety. 
Cnrrratly Allftl la used In 24 states as their building code for mobile homes. 

In recent hearings on Housing Needs and Federal Failure in Bural Am^ca, It 
was pointed out that while an estimated 24% of tbe Nation's popoIatioD lives in 
non-metropolitan counties, without a town exceeding 25,000 In population, less 
than 11% of the housing units financed or Insured by HUD (Including ninasslsted 
FHA inaured housing) were located in those same communities. 

Becent figures Indicate that the median U.S. family income Is now about ¥0,000 
a year. With the traditional monthly housing allotment of 20% of tbe gross 
income this means that at least SO million families in this country can afford 
no more than S150 per month for shelter. 

Something must be done to house this large segment of tbe popnlaUoo, many 
of whom are living la rural areas. One of the answers is mobile homee. 

The role of the mobile borne Industry la producing rnral bousing has greatly 
Increased In recent years, but due to high Interest rates we have often been 
unable to benefit the segment of the rural population which Indndes the farm 
laborer. Therefore, with the labor renting instead of owning a home they have 
tended to migrate to the urban areasL Tbe mobile home Industry feels It can aid 
In stabilizing this s^ment of the pt^mlation because HUD studies show that 
the average mobile home owner moves no more than the average American 
family. With tbe passage of this bill, the mobile home Industry would be better 
able to satisfy the hou^ng needs of tbe rural labor market 

In conclusion, housing needs In the rural areas of America are not being ade- 
quately met today. One of tbe reasons for tbls problem stems fnxn a lack of 
financing. S. 1483 can be very Important In providing the necessary v^iicle to hdp 
alleviate this shortage of rural housing. We feel that mobile taomeo can play 
an even more Important role if better financing is available. 

If additional Information Is needed by tbe Committee, [dease feet firee to call 
upon our office. 

Stateuent or Paitl 8. Banbou, Monboe, IiA. 

Hr. Chairman and Honorable Committeemen: Hy name is Paul "S. Banson; 
I am a full-time fanner and a citizen of Monroe, Louisiana. I am also [leased to 
report that 1 am a member of the Tallulah Production Credit Aasodatioii, lU- 
lulah, Iioulsiana and of many agricultural and civic organizations. 

This statement Is submitted In the Interest of farmers of my borne area, and we 
respectfully request that it be received and filed as part of the testimony of tbls 
Hearing. 

In accordance with our understanding of the provislotis of Senate bill 1483, we 
believe the passage of this legislation Is essential to the future ot American 
agriculture, especially as to farming operations In tbe future of Louisiana. 

We understand that it wlll.provlde a means for young people to becMne fanneM> 
as it will provide credit for the financing of land and equl^nent that now are 
beyond the financial reach Of most young people. 

We understand that It will broaden tbe present laws to allow mndi needed 
additional services to be provided the natitm's farmera, i.e., assistance In develop- 
ing and maintaining accurate and complete accounting records, financial {dannlng 
assistance, assistance In obtaining adequate Insurance a&d retirement progiaais 
and many other factors aJfectIng the every day proUems of fanners BndnHB 
and tax laws have become so numerous and comi^cated ttaat acctuate and eotf 
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lilete records are essential to both the borrower and the lender, niese recocds 
are aleo most nsefol in Improvliig and oper94dJig efficiency of the Carmer In tlut 
they provide a means of determining the inefficient and uneconomical operations 
that Bbould tie eliminated. 

We understand this Bill will make financing available for farm related 
aerrlcea. We feel such services might include: (1) Drying and storage facil- 
ities; (2) supply and material sales operations; (3) custom opeiatlonH for 
■cultivation, application of Fertilizer and Insecticides, harvesting, etc. ; (4) farm 
equipment sales and service operations; (5) custom Cattle feeding fadlitleB 
and other services. 

Due to the tremendous inveatment in machinery and equipment required 
for modem Arming, we feel that the provisions of tbLs section are absolutely 
required for the conduct of farming operations in the future. 

We understand tbat provisions are contained in this Bill that will allow 
farmers to obtain better loan terms for financing of their operations. Tech- 
nolo^cal and economical developments in the field of agriculture have greatly 
Increased the amount of Investment required for even the smaller farming 
operations and it is, therefore, essential that the farmer obtain financing on 
the most reasonable of terms and that the repayment of tbese large investments 
be spread over as many years as possible. 

One provision at this Bill deals with financing for tbe purchasing, remodeling, 
repairing and improving homes in rural areas where farming Is not prlmarll}' 
involved. We feel this is an important section of this legislation and will 
greatly assist in making rural areas more desirable for those now crowded 
into dense urban residential areas. This section will also be of great benefit 
to fanners who need to build or repair their homes and to provide modern 
conveniences such as water and sewerage systems. 

As we view the many progesslve features of this Bill we are convinced that 
It is the most important legislation to come before this Congress. Let us 
point out, also, tbat the Production Credit Associations are entirely owned 
and operated by the farmers and that no public funds are necessary to im- 
plement tbe provisions of this Bill. The Associations and tbelr farmer owners 
are proud of the service rendered to the farmers during the many years 
since their oi^nization. This Bill will give the Assodation a means of ex- 
panding and improving the services rendered to farmers as well as assuring 
the nation of a bountiful supply of food and fiber for the benefit of its citizens. 

We strongly urge this Committee and its individual members to exert every 
effort to obtain the passage of this legislation and 1 want to personally tbonk 
the Committee for tbe privilege of submitting this statement for the Committee's 
consideration. 

Statement of Fred Huinefeld, Jb., Monboe, La. 

Mr. Chairman, My name is Fred Huenefeid, Jr. and I reside in Monroe, La. 
In addition to being a farmer and member of Tallulah Production Credit As- 
sociation, I am President of the Louisiana Association of Conservation Dis- 
tricts, and a Trustee in Bankruptcy for Northeast Louisiana. I respectfully 
request that my statement be Included in the testimony to be presented to 
this Committee favoring the enactment of SENATE BILL 1483. 

Much of this legislation concerns financing of farmers through the Prodnc- 
tion Credit Associations in the twelve Farm Credit Districts through the country. 
As a representative of farmer interests In my home area, I am greatly interested 
in the passage of the entire l^slation contained in SENATE BILL 1483. As 
a member of Tallulah Production Credit Assodation, however, I am specifically 
interested In that part of the legislation, which deals with the functlonB of 
the Associations. 

It has long been tbe feeling of many of us in agriculture that the Production 
Credit Associations have outgrown the directives and authorities contained In 
tbe Farm Credit Act of 1933, as amended, and that the Associations should 
expand their operations to provide financing on a much broader basis than . 
is allowed under the present Law. I respectfully call the Committee's attention 
to the fact that the Farm Credit Act of 1933 was enacted -during a period 
of economic depression and at a time when farming methods were comparably 
simple. It seems obvious to us that the great technological strides made in 
agriculture over the past thirty years would dictate that our Laws, too, should 
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be adTHDced and Improved to meet modeni concepts. If we ondenduid tbe prorl- 
sionB of thla Bill correctly, we are of the opinion that they meet this regoiie- 
ment and tliat titer will provide adequate means for Improvlns and expanding 
services to the farmer by the Production Credit Assodatton. 

We are iiware that parts of this Bill are devoted to the encouragement of 
young people to engage In fanning. We conalder this a most worth while objec- 
tive as we find too many of our young people leaving the farm and moving 
to the city. Other sections of the Bill deal with the improvement of rural areas 
by makli^ flnaaclng available for housing and related agricultural services. It 
seems to us that these sections of the Bill alone would Justly Its enactment. 

We believe that farmers of this nation have done an outstanding Job In pro- 
viding an abundance of food for our pe<^le. We know of no other nation wherp 
the farmers are capable of producing enough food for all of their pet^e. We 
believe it is essential that agrlcnitural production must continue to be stcong 
and efficient. We submit that tlie prorislons of this Bill will assist farmers 
to do the Job required of them in the fature. 

We urge this Committee to favorably report this Bill for enactment aa It 
is now written. 

Beattle, WmMivIon, Uay H, 1B71. 



Seit. *"tu j. Bllendbb, Chairman Agriculture d Fonttrv Oommitttee, 
Washington, B.C. 

Dear Senator Ellbndeb: Our Association, which is comprised of a gzoiq> oC 
250 Purse Seine vessel owner members, woidd like to go on record in full support 
of Senate BUI S-1483. 

On this matter, we refer to in particular to section aS of O^tle III, which 
woold make flstierles cooperatives eligible to borrow from a bank for cooperatives. 

For many years various fishing vessel owners associations have foond It 
essential to form coopenatlves in an effort to assist their membership in the 
sale of their product and also In purchasing numerous and various supplies for 
th^ vessels. 

We feel that enactment of Senate Bill S-1483 would asslHt ns aquatic pro- 
ducers as well as farmers, which have bad this assistance for many years. We 
also feel the present banks who assist farmer cooperatives would be in an 
ertremely advantageous position to assist us because at the great knowledge 
these hanks now possess In understanding the cocqierative businesses. 

Now that the United States Government is recognUng more each day the 
importance of protein from the sea It is becoming Increasing Important to have 
a strong fisheries program for both citizens of this country and other peoples 
of the world. 

Therefore, we feel the passage ot S-1483 would be a step In assisting pro- 
ducers In aquAtic products, and enabling these associations and/ or cooperatives 
to meet their flnanclal needs for the expected expansion of fishery products 
throughout the worid. 
Very truly yours, 

WiLUAic Q. Sautic, 

Baeontive Manater. 

Wichita, Karb., Man 18, 1971. 
Hon. Gboboe S. MgOovekn, 

Chairman, SitT>comtnittee on Agrioultvral Credit and Rural BleotrtJIootton, Senate 
Committee on Agriculture and Foreitry, Waihington, D.O. 

Drab Sbitatob : The Farm Credit Board of the Ninth Farm Oredlt Dlstrlet 
unanimously and wholeheartedly endorses and supports Senate Bill No. 1488. 

The Federal Farm Loan Act, as amended from time to time, has proved 
to be one of the wisest pieces ot legislation ever enacted by the Gongreu <tf 
the United States. It provided for the creation of the Federal land Binka and 
Federal Laud Bank Associations ; the Federal intermedUte Credit Binka and 
production Credit Associations ; and the Banks for Cooperatives, and anthorlied 
the Government to provide the Initial or "Seed" caidtal neceMSiy to get tbe 
Banks and Assodations Into operation. It provided that the taimeP-raiidtw 
users of the System could ultimately become its owners and sntwUtOte tbdr 
capital for that of the Government During the deiH^BBton day* ot the iRtc 
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1920s and early 1980a It authorized additional OorenuDent capital to meet 
the emergency which was causing so much distress among fanning and nuwb- 
Ing people. 

The System thus created made possible a nationwide cooperadve-type credit 
service which channeled funds from the money centers of the Nation obtained 
b; the sale of bonds and debentures, Into every farming area of tbe country. 
Being national In scope, and financial In character, and serving a public purpose, 
the System has been supervised by tbe Federal Government The rarlous 
agencies which have from time to time exercised that supervisory responsibllltf 
have done so firmly, but In an understanding and sympathetic manner. As a re- 
sult of the obvious teamwork which has been involved over many years, users 
of the System have reached the objective of complete ownership of the Banbs 
and Associations. This has been a record of whlcb everyone can be proud. 

The Nation Is now moving Into a period where many chaages In the business 
of farming and ranching have taken place and may be exi>ected to continue to 
do so. These changes have had. and are now having a marked effect upon the 
cost of farming operations, because of the wide use of fertilizers, chemicals, ex- 
pensive machinery and other Items. Therefore, the need for operating and 
capital funds by those engaged in farming continues to increase. It wlH take 
tbe combined efforts of all financial institutions serving the agricultural 
segment of our Nation to adequately provide the credit services which will be 
needed in the foreseeable future. 

Therefore, it seems important to this Board that the authorities of the Federal 
Land Bank System, the Federal Intermediate Credit Banks and the Production 
Credit System, and the Banks for Cooperatives, need to be broadened somewhat 
in order that these user-owned institutions may ad^uately meet their share of 
the responsibilities for providing sound credit eervlees to agrlcu'ture. We 
believe that Senate Bill 14S3 constructively provides such broadened autborlxa- 
Cion. In considering this Bill, it should be remembered that the Cooperative 
Farm Credit System Is self-supporting and also bears the cost of the supervision 
provided b; tbe Federal Grovernment. Consequently, the passage of tbila legisIatlDn 
would have no efFect upon the budget of the United States since no funds of the 
tax payers will be Invo'ved. 

We sincerely hope that your Committee will report this BUI favorably and that 
It will he passed by the Senate. Also, It will be appreciated If you will include 
this letter In the Record of the Hearings of your Committee. 
Beapeettully submitted. 

FARif Cbeoit Boabo or Wichita, 
WnjJAM D. ZiAKET, 
Ckairman, Sayre, OkUihoma. 
Sherwood Culbebson, 
Vice Chairman, Lordtturg, "New Mewico. 
Ben Swioabt, 
Member, MoorelanA, Oklahoma. 
Ltle L. Haoue, 
3f ember, Cherokee, Oklahoma. 
Jaues R. Isueib, 
if ember, Prairie Village, Katuas. 
Leo Pahuek, 
Jf ember, ConoorOia, Kanaas. 
E. L. Hatcheb, 
Jfemfter, Lamar, Colorado. 

(TelegniinB] 

BiVOT Pallb, Wib., Uav IS, 1971. 
CoTTs Mouses, 

Chief Clerk, Senate Committee on Agriculture aitd Forettry, 
Old Senate Office Building. WavMngion, D.C. 

Dear Sie : Please be advised that 1 wish to have this letter filed as testimony 
favoring passage of the Farm Credit Act, as Senate Bill 1483. I have been a 
PCA member for 21 years. I presently operate a dairy enterprise, rent my farm 
and raise corn, bay and other crops. I use several of the services furnished by 
PCA and I plan to continue doing so In the coming years. 
Very truly yours, 

C. Bdwaso HANfloir. 



h. Google 



Whtbhall, yva., Man IS, 1071. 

COTTB iSaUBOt, 

OMeJ Clerk, Senate OomnMtee on Agricultwre and Foreitry, 
out Senate Office Building, WailUngton, D.O. 

De&r Sib: Fleese be advised that I wish to have this letter filed as tcBthnon; 
favoTlog passage of the Farm Credit Act, as Senate Bill 1483. 1 have been a 
member of FCA for 24 years. I operate a farm on wblch I raise between SfiO.OOO 
and 400,000 broilers per jear. Besldee this, I hare a beef and liog (^ration. I baTe 
used Agrlfas, whlcb Is a service of POA, for tbe past 4 years and plan to 
continue doing so in the coming years. Agrlfax is very be'pful to me In manage- 
ment dedelons, providing necessary Income tax reporting: Information and a 
tool for using credit and gives me a complete management tool for my operation. 
1 use, also, many of the other services PCA offers and I plan to continue d<dng 
so for the coming years. 

Very truly yours, Svebbb Aabkr. 

New OmXARB, La., Maj/ H, 1971. 
Mr. COTTB M. MOUSEB, 

OJUef Clerk, Senate Committee on Agriculture and Forestry, 
Old Senate Office Building, Washington, B.C. 

Deab Mb. Moubeb: Tbe Board of Directors of tbe Fann Credit Banks <d 
New Orleans, on bebalf of Its stockholders, wlsbes to file the following statement 
In support of Senate BUI 8. 1483 : 

A national Commission on Agriculttiral Credit was appointed by the Federal 
Farm Credit Board to study both the present and future needs of agrieolture. 
The recommendations of this Commission were submitted to the stockholder 
borrowers of the Fifth Farm Credit District for a "grass roots" appralsaL 

A Joint meeting of representatives of our stockholders was held to dlscusa In 
detail the proposals of the Farm Creniit Act of I97L By Joint resolution all stock- 
holder representatives went on record as unanimously approving this new Farm 
Credit Legislation. 

The essential provisions of the Farm Credit Act at 1971, as provided in Senate 
Bill S. 14S3 introduced by Senator Talmadge, have been studied and amn-oved 
by national farm leaders, national financial leaders, the directors and manage- 
ment of the Farm Credit Banks of New Orleans, and the Banks' farmer stock- 

For tliese reasons, on belialf of the more than 27,000 stockholders <tf the Federal 
I^nd Bank Associations, the 34,457 stockholders of the Production Credit Asso- 
ciations, and tbe almost 150,000 members of cooperative associations in this dis- 
trict, the directors of the Farm Credit Banks of New Orleans urge early passage 
of Senate BUI S. 1483. 

Very truly yours, Joseph A. Ktber, 

Chaimian Farm Credit Board of New Orleans. 

RtVEB Falls, Wisconsis, Sfay li, 1971. 
Mr. CoTTS Mouses, 

Chief Clerk, Senate Committee on Agriculture and Forestry, 
Old Senate Office Building, Washington, B.C. 

Deas Mb. Cotts : It is my understanding that there will be hearings on the 
Senate Bill 14S3, Introduced by Mr. Talmadge, Senator from Georgia, on May 17th 
and 18th. 

I would appreciate very much If you would file this letter as my testimony 
favoring the passage of the Senate Bill 1483, 'The Farm Credit Act of 1971." 

I have been employed by the Farm Credit System for the past fourteen yean 
and have first hand knowledge of the benefits that the farmers and ranchers have 
received from the progressive Steps that have been taken during the history (rf thl« 
great system. 

In view of the tremendous changes that have taken place in agriculture, the 
massive amounts of money needed to operate, a profitable farm today, and the 
ever Increasing need for top management, I 'believe ^the services that can be 
made available thru the new Senate Bill 1483 vrlll be" of ntmost Importance to 
our borrowers and at the same time make the extension of the kind o( credit 
tbeee people need possible. 

Thank you. 

Yours truly, HABOLn E. Ntchollb, 

Aasiatant to the Qeneral Manager, Production Credit AAoofsMoM. 
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Kewabkuu, Wisconsin, Stay IS, 1S71. 

Mr. COITH MOUBEE, 

Chief Clerk, Senate Committee on Agriculture and Forettrj/, 

Old Senate Office, Waghington, D.G. 

Dkak Mr. Moubeb : Being a PCA memtier for Uie past 12 yeara I am very mncb 
ulteresteil in seeing that passage of 1971 Farm Credit Act, S. 1483 becomes a 
reality. 

At present 1 am an owner-operator of a 264 acre dairy farm. Had it not been 
for PCA's read; help wlien I started farming 17 years ago, tbls would not have 
been accomplished. With the availability of Agrifax in 1967, of whicb I was a 
pilot member, we have been able to Improye our farm through comparison of 
records. This ahowa us where we need to Improve our management, adTlsablllty 
of raising replacement cows, family living cost, plus accurate records for taxes 
and wbetber or not expansion Is feasible. 

Tbe end of the year Financial Statement showing net wortb and depredation 
schedule from Agrifax is tbe best credit reference available. 

Please file my letter as testimony Cor passage of 1971 Fann Credit Act, S. 1488. 
Respectfully, 

QlLBEBT R. Stoovl. 

St. Johns, Hichioan, Mat/ 1^, IStl. 

Mr. CoTTB Mouses, 

Chief Clerk, Senate Committee on Agriculture and Forettry, 

Old Senate Office, Washington, D.G. 

Deab Sib : I am a farmer in Clinton County, Michigan, owning and operating 
a dairy unit of 22S acres and a 46 cow and bred heifer unit. Also some extra land 
is rented from neighbors. 

I would like to have tbis letter filed as testimony favoring the passage of the 
1971 Farm Credit Act. 

I have been farming since 1959 starting with financing through Farmers Home 
Administration. In January 1966 J switched my sbort term financing to PGA of 
LANSING. I have used their counseling and related serrlces ever since. In 1967 
I enrolled in their farm accounting system and have been using it ever since 
mainly to help in management decisions, n>ske plane to enlarge unit, and as a <tool 
to secure more credit so that profit making and repay ability are easier to plan for. 
I also rely very heavy on this accounting service for income tax records. 

If this bill is turned down I understand tbat PCA won't be able to furnlsb 
these related services — accounting, counseling, insurance, etc. There is no other 
place for a farmer to obtain this type of service and information as convenient 
and at the rate charged by PDA. 

I have relied heavily on this in the past and long range plans are to continue 
using these services whicb local PCA's provide. 
Sincerely yours, 

WABREN D. Sw ANSON. 

MoNTCBLLO, Wis., Mav IS, 1971. 

Mr. COTYB MOUSBE, 

Chief Clerk, Senate Committee on Agriculture and Forestry, 
Old Senate Office BuUAing, Washington, D.G. 

Gestlemes : I am Donald McDowell, partner witb my son Thomas McDowell, 
in a large corn and hog farming operation in Wisconsin. For over 19 years prior 
to two years ago I was Secretary of Agriculture for the State of WlsconsUi. 

I wish for tbis statement to be filed as testimony in full and enthusiastic sup- 
port of S 1483 in its entirety and especially as it eontaina provisions to permit 
greater freedom to provide the related services and farm credit boards judg- 
ments necessary in conjunction with providing our growing needs for credit 
We must have the needed related services which this bill provides including all 
tbe adequate safe guards for both the borrower and for all society. 

I speak in this request with- considerable experience and background. We 
have been substantial Production Credit Association and Federal Land Banli 
borrower — members for 12 years and oaers of related services, supervision, 
counsel and electronic record services. We produce over 700 acres of com and 
market about 3000 hogs per year tbus requiring large credit and service needs. 
These necessary services include record keeping with cash flow, line of credit, 
cost accounting records, inventories and an accurate tax data reporting syatem. 
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Both prodnctton credit and Federal Land Banlc loan* are abaolnMr t— c n tl a l 
to ufl with their additional related Bervlces and flesibllitiea all at which are 
provided (or and assured In 8 1483 In its entirety as presented to your committee. 

My son, Tom, as a young, active commercial family fanner and other yonnf 
fanners mnat have the credit and related fiersicea nhlch are prorlded In the 
1»71 Farm Credit Act— S 1483. 

We plead for your enthusiastic and afflnnattve approval of ttiis total Act 
Respectfully submitted, 

DORALD N. MoDowKLL, 

MoDmcea Fannt. 



Due to the changes In agriculture two areas of operations have derdoped. 
The commercial type farmer and the small or part time fanner whose Income 
Is limited but who has need for credit. I would like to further discuss the credit 
needs of the latter group. We find a dire need in the rural sections of oar area 
for Improvements In the standard of living. In keeping with this thou^t we 
must provide adequate housing, sufficient size operation to compete successfnll; 
and maintain a sound agricultural economy. Home Improvement loans for water 
development, bath rooms, kitchen arrangements, Insulation, aiding, sheet rock, 
new Soors and windows, require large amounts of ezpendltores. 

Capital Is replacing labor throughout our Industrial and agricultural econ- 
omy. Today It la necessary tor the small farmer to substltnte capital for latwr. 
The cost of machines used by farmers today have Increased In cost to such an 
extent It Is almost impossible for small operators to atford this equipment. 

EMucation costs liave increased and many who are unable to obtain low cost 
educational credit find It difficult Co repay an educational loan according to 
P.C.A. present policies. 

Farm Improvements such as silo, feed bunks, mllliliig parlors, feeding floors, 
farrowing houses, bulk milk tanks, pipe line milkers, free stall housing, manure 
pits and homey wagons are Items which are used for longer periods of time and 
do not generate Income ; but require longer periods of time for liquidation of 
debts than do other items. 

The needs of farmers today have greatly changed from years past. The 
Commission on Agricultural Credit Imew this and recommended a ten (10) 
year loan for Intermediate type financing. The Production Credit Advisory and 
Progress Committee recommended ten (10) years for this tyi)e financing. 

With the Imowledge of farm financing and Uie need Qiat our small farmers 
Imve for intermediate term credit and the knowledge of the financial position 
our farmers are now possessing. I would request the Senate Bill 148S be amended 
to permit Production Credit Associations to make loans with amortization up to 
ten (10) years, subject to the approval of the Districts Farm Credit Boards. 



Statkuent of J. Edwabd Kino, Fabm Cscorr Boabd of Coluubia, Daltoh, Ga. 

Mr. Chairman and members of Congress, it is a privilege to ajqwar before you 
as an elected member and representative of the Third Farm Credit District board. 
This board consists of seven people, two of whom are elected by the Boards of 
Directors of the 60 production credit associations In the Carollnas, Georj^ 
and Florida ; two elected by the directors of the agricultural cooperative bor- 
rowers from the Bank for Cooperatives in the Third Farm Credit District; one 
appointed by the governor of the Farm Credit Administration, wIOi the advice 
and consent of the Federal Farm Credit Board ; and two elected by the respective 
Boards of Directors of the 46 federal land bank associations In the diatrict. I am 
one of those elected by the land bank association directors. Tliis board of aeren 
men la vitally interested in the future of agriculture of our country. As elected 
representatives of our farmer-borrowers, we maintain close contact with them 
as users and as owners of the Farm Credit System. We try to be responsive to 
their needs. 

The proposed Farm Credit Act of 1871 encompasses featnrea that have been 
needed for several years as the compiexity of farming operations and needs for 
capital have Increased. In addition to current needs, we have attempted to project 
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needB for tlie foreseeable future, based on onr owa esperiences and the beat 
esOmates ayallable to ns from agrlCQltural-orlented forecasters. 

The proposed Act has the total endorsement, to the best of my iiiformatlon and 
belief, from tie users and would-be users of the flystetn In our district. I say 
would-be users because you gentlemen know that we would be permitted tmdar 
the Act to extend credit for certain service organizations to farmeiB, such aa 
for coatom spraying, orcliard maintenance, leising of capital equipment, and 
other Ube services wtiicti we have not heretofore been able to finance under 
existing law. 

Most custom services ate offered by people who are themselves farmers, and 
who recognize the need for such services. Who in I&IS envisioned the ose of 
airplanes and helicopters for pesticide control, for example . . . and since tlie 
need for such services was not anticipated, the need for financing of such services 
did not thee exist Now it does. If authority for such financing ia available, 
it would of course be controlled by appropriate regulations of the Farm Credit 
Administration. 

I am informed tlmt there are some bankers OKiOBed to the Act's pcovlalons. 
Let me say that some members of our board have direct financial interests In 
some country banks situated in our district, and these men recognlEe the im- 
portance of legal provisions whereby Farm Credit Institutiona might participate 
with the banks on some of their large agricultural loans. These men see notblnc 
in the Act that would Injure the banks in their lending operations. 

I need not go into the history of the Act's provisions having been reconunended 
by the various national farm organizations, and by the various task force 
committees and advisory groups from our district as well as Others. I will say 
simply that I know of no agrlcnltural-orlented organization In our district that 
opposes this Bill, and on the contrary. I know tliat there are many who have 
adopted resolutions expressing support for the legislations, Ccq^ies of the Bill 
have tteen placed In the hands of all elected directors of PCAs and FLBAs In tlie 
district . . . directors elected from among the membership of these associations 
. . . and I can say vrith complete candor that the grass toot support in the district 
for this Bill is tremendous. 

On behalf of our board and the users of the system in the Carolinas, Georgia 
and Florida, we strongly urge this legislation be adopted. It will permit the nsei^ 
owned Farm Credit Institutions to do the Job they were created to do, and to 
do the Job, gentlemen, without government money. 

Faxu Cbedit AnunnsTSATioir, 
Wathington, B.C., May 28, 1971. 
Hon, George S, MoGovxkn, 

Chairman, Siihcomtnittee on Affricultural Credit and Rural Electrlflcation, 
Committee on Agriculture and Fore»try, United States Senate. 

Deab Senatob McGovgb;! : Attached is a statement of the position of the Fann 
Credit Administration with respect to the several criticisms and suggested 
changes in S, 1483 made by witnesses at the hearings on that bill May 17, 18, and 
20. We respectfully request that this attachment be inserted in the records (rf 
the hearing so that the position of the Farm Credit Adminiatration <m each of 
these issues will be available to the Congress and to the public. 
Sincerely, 

E. A. Jaeneb, 

Governor. 
(The attachment is as follows:) 



More than 50 witnesses testified with respect to the Farm Credit Act of 1971 
during the three days Of hearings and every witness supported the legislation. 

As would be expected on a bill having such broad implications as this one, 
of course, several criticisms and concerns were raised The following Informa- 
tion is being submitted with respect to testimony presented by those who raised 
such questions, 

Criticixm: The Independent Bankers Association of America asfes "If the Vt^rm 
Credit System diverts a portion of its funds Into non-farm rural hooslnc and 
farm-related businesses as recommended in S, 1483 where will this leave fanners 
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and rancbere with tbeir eTer-lncreasliiK credit needs," The Natloiial Fanners 
Union sees this new lending authority as "coiinter-productiTe, not only to pro- 
moting a healthy agriculture, but also to actaally accompllahlng mral develop- 
ment, if we tried to finance rural development by taking money and credit oat 
of the pockets of farmers." The National Farmers Union proposed an amendment, 
which would restrict eiiglblUty of agricultural producers for loans from the 
Federal land banbs and production credit associations to those employinK less 
than BOO man days of hired labor per calendar quarter during the preceding year. 

Comment: These would be valid concerns if the Farm Credit System made Its 
loans from s fiied or appropriated pool of loan funds, but it does not. Funds 
for any such additional rural or farming purposes must largely come from 
the same money marltet as that from which the Farm Credit System Obtains Its 
loan funds. The System merely provides a vehicle of proven efficiency and 
effectiveness. Credit services for non-farm rural home owners and farm-related 
businesses contrary to the views expressed hy the IBA and Farmers Union may 
well he the very requirements needed to help farmers remain In mral areas. 
This financing would strengthen rural economies, especially areas dependent upon 
amall part-time farms. We should emphasize that lending for agricultural 
purposes Is the prime function and purpose of the Farm Credit System. Should 
circumstances ever arise that loan funds for the System were curtailed for 
any length of time there Is no question that loan funds for agriculture would 
receive top priority to the exclusion, if necessary, of all other lending activities. 

EUgiMlity restrictions proposed by National Farmers Union are based on 
several assumptions. The first Is that when the System finances a large farming 
operation, this somebow deprives small fanners of needed credit. AJs pointed 
out above, this could be a valid concern If the System were restricted in the 
amount of funds that It has to loan and was required to apportion Uiese funds 
to various users of the System. This however, is not the case. In fact, use 
of the banks and associations by iai^er farming operations tends to spread 
the overhead cost o the institutions over a larger loan volume thus lowering 
the cost of credit for smaller farmers. The second assumption Is that the trend 
toward large operations in agriculture could be cnrtslled if credit to la^e 
farming operations was cut off by the Farm Credit System. While this may sound 
appealing the National Farmers Union also recognizes that "these operations 
would be capable of obtaining credit from commercial sources." 

A third assumption Is that the Farm Credit System was established and 
operates to provide credit service to those who would be unable to obtain 
credit elsewhere. The System was established to help overcome the historic 
lack of liquidity In rural areas and the lack of agricultural credit on reasonable 
terms to farmers and ranchers. But the Farm Credit System has from its incep- 
tion been committed to the_objectlve of financing all creditworthy agricultural 
producers both large and small. It would be an unfortimate error for U.S. 
agriculture if lending activities of the Farm Credit System were restricted to 
certain classes, groups, or types of agricultural producers. 

Criti(yiim: The National Farmers Union testified, "It would be Impossible to 
circumscribe the scope of agribusiness loans if an opening wedge for such loans 
was included In statutory law. We think that custom operators diould secure 
credit from commercial banks and other commercial lenders In the light of 
scarcity of real estate credit for farmers and ranchers," 
control. 

Comment: There is a clear and important distinction between the broad cate- 
gory of "agribusiness" and "farm-related business." Language In S. 1483 would 
not authorize loans to businesses which sell inputs to farmers or purchase 
products from farmers on a commercial basis. Nor would it authorize loans to 
businesses which produce or manufacture farm inputs, machinery or supplies. 
The legislation would only permit extension of credit to farm-related businesses 
which perform on-the-farm services farmers have traditionally performed for 
themselves but now find uneconomical to do. In the area of processing and market- 
ing, the authority would be limited to basic functions of this type, primarily 
applied to the farmer's product wbile still owned by him and subject to his 
control. 

CriiMsm: The Independent Bankers Association of America claims that, 
"Althongb the bonds and debentures issued by the Farm Credit Administration 
are not direct Government obligations, they are closely associated." Hiey, there- 
fore, recommend that "the Farm Credit Administration clear all issues of bMids 
and debentures with the Treasury Department" 
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Comment: It auch clearance means coordination o( marlcet entries among 
all Federal agencies, this would b« beneficial. The Treasury Departmoit piw- 
ently assigns specific months for maturities of term issues over 18 montha for Oda 
purpose. The months of January, April, July and Octot>er have been assigned to 
the Farm Credit banks for maturities of their long-term securities. The reeolt Is 
a less congested and more orderly market 

However, if by clearance the IBAA suggests that the Treasury Department 
determine new money requirements and set all maturities, conditions would re- 
sult that would be detrimental to farmers. Rationing of credit would be neces- 
sary and maturities could be assigned regardless of established patterns, costs, 
competitive lending rates and profltabiiltj. Such rationing would erode the Sys- 
tem's capabilities and thus be harmful to the farmers it serves and the public 
generally. This kind of clearance clearly would not be In the Interest of agricnl- 
ture and Indirectly in the public interest, because if farmers were denied credit 
In tbe middle of a season they would likely cause operating losses and con- 
sequently higher food prices. 

Critioiim: The Independent Bankers Association of America urges that the 
Farm Credit Investment Bond be eliminated and that the minimum denomina- 
tion of regular bonds and debentures be increased to $10,000. 

Comment: The Farm Credit Investment Bond, erroneonsly called "Farm Credit 
Administration savings bond" by the IBAA, is of no significant competition to 
banks for investor's funds. It is sold only to Earmer-members of Federal land 
banlc associations and production credit assodations. Small Investors in rural 
areas have difficulty purchasing regular Farm Credit bank securities and must 
pay substantial service fees charged by dealers. The Fnrm Credit Investment 
Bond gives tbe farmer-owners of the. associations an alternative means of 
investing In their own organizations. 

Debentures issued by the banks for cooperatives and Federal Intermediate 
credit banks in $5,000 denominations typically account for 2 to 5 percent of 
the amount of debentures sold. During periods of higher Interest rates, this 
from investments by urban people for dealers are located in tbe nitian centers 
amount may increase to 10 to 15 percent. This increase almost exclusively sterna 
with urban clientele. Federal land bank bonds in $1,000 and $5,000 denomina- 
tions generally account for 10 percent of all bonds sold. At higher rates, this 
will Ko to 20 to 25 percent Over their 53 years of selling bonds, the land banks 
have built a dependable small Investor market. 

No Investor should be denied tbe opi^rtunlty of obtaining the best return 
possible on his money and this may be even more true for the smaller investor 
for whom any additional income is important. Beyond this, agriculture needs 
capital and it should not have to limit Itself to the large and/or Institutional 
Investors to obtain that capital. 

Criticism: The Mortgage Bankers Association of America made references 
to the Federal land banks In terms of being established to serve the "marginal 
borrower" and that since they have served their purpose they "could now as- 
sume a dwindling supportive role." The MBAA further asserted that the "land 
banks operated under Congressionally established restrictions as a supplement 
to the private market by filling the gap in the need for credit by farmers who 
could not qualify for a private loan." 

Comment: References of this kind simply have no basis In fact. They are old 
arguments and grow more out of the folklore of bankers than out of any evidence 
which supports them. Goii^ back to the original Farm Loan Act of 1916 we 
learn that the preamble stated the intent of Congress to be "An Act to provide 
for agricultural development, to create standard fonns of investment based upon 
farm mortgages, to equalize rates of interest upon farm loans. . . ." There Is no 
mention of a temporary system to serve only those who do not qualify for credit 
from private sources. 

The Farm Credit Act of 1953 was even more spedflc. It states, "It is declared 
to be the policy of the Congress to encourage and facilitate increased borrower 
participation In the management, control and nltimate ownership of a permanent 
system of agricultural credit made available through institutions operating under 
the supervision of the Farm Credit Administration." There is obsolutely no evi- 
dence from the hearings at the time of the original enactment of the law and 
through 13 amendments that the land banks ever were Intended to operate on a 
supplemental, restricted or temporary basis. In fact, records show that in 1910^ 
75 3 percent of the total farm debt was held by individuals and others. Thus, at 
the ontset, there just wasn't much Institutional credit to suMrfement. 
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Critioitm: The Independent Bankera Aasoctatlon of America Tecommendfl that, 
"proTlslona be Inserted In the bill, with an appropriate grandfather clause, to 
require separate managements for production credit assodationa and Federal 
land banks." 

Comment: Dr. John Brake, Mldilgan State Unlverrit;, one of the nation's 
leading authoritlee on farm finance, made the following statement in 1968. "With 
the projected amount of credit per farm, it suggests to me that more emidtasla 
In lending needs to be pnt on the man rather than on the collateraL TblB would 
be done more efTectively with one stop credit service. The financing package 
conld be xet up with an eye to repayment capacity more than to the type and 
amount of collateral. The combined abort, Intermediate, and long term credit 
service would eliminate duplication of effort, overlapping of loan purposes and 
would give the lender better control over his credits." 

The Commlsalon on Agricultural Credit afrreed with this view and made the 
following specific recoDunendations : 

"Hie Federal f^rm Credit Board and district boards should Implement a polity 
of close cooperation and coordination of the System at all levels. Federal land 
bank aeaoclatlona and production credit associations should have coordinated, 
efficient sized territories and Joint housing. Common management for federal 
land bank and production credit associations shonld be encouraged wbere and 
when feasible. The goal should be to provide a farmer with one-Mop credit service 
and make available to bim a comprehensive credit package." 

The Federal Farm Credit Board concurs that efforts to achieve such a goal is 
in the best interest of every American fanner. 

CriticUm: The Independent Bankers Association of America Objected to pro- 
visions In the legislation autborlElng district Farm Credit banks to op^i Sxii. 
ofBces. 

Comment: This objection apparently stems from the prohibition or limitation 
against state banks from establishing branches. The limitation on national banla 
eatabllshing branches was to establish a competitive situation between state and 
national banks In the same community. 

These limitations, however, apfdy only to banks of deposit with check-cashing 
and loan-making functions. The same ciMnpetitlve factors do not exist with respect 
to the Farm Credit banks or tbeir branches. Bran(4ies in this situation are. In 
reality, only fleld offices for accepting appllcatltms and servicing loans and se- 
curity. They draw no deposits from the community. Aside from Puerto Rico, caily 
two district banks for cooperatives have sucb field offices and they are not separate 
legal entitles. 

CriticUm: National Fanners Union proposes to amend Sec. 1.15 (11) of tbebtll 
by adding "provided tbat HoaI decisions on the approval of loans sbaU be made 
by a 3-member committee which includes at least 2 members of the farmer- 
elected board of directors of the land bank association." 

Comment: While on the surface this amendment appears to be in the best 
Interests of farmers, it actually would complicate procedures and not increase 
authority of the board of directors on loan approvaL It would, however, prohibit 
the board from delegating loan approval authority to association personnel; a 
feature of the bill which waa designed to increase lending efficiency and improve 
service. 

S. 14S3 would allow the board to appoint a loan committee. The Federal land 
bank could delegate loan approval to the loan committee and tbe loan ccxnmittee 
could redelegate it to association personnel. The regulations would require post 
approval by the board. The board would be able to review this function and with- 
draw loan approval authority from those not dolnga proper Job, 

This streamlining of operation Is consistent with the recommendatitHi of the 
Commission on Agricultural Credit which stated : "Autborlty for (q)eratl(Mi of 
the System should be delegated to the ttanks and associations to the maximum 
extent possible consistent with adequate supervision to assure (^>tlmunt boieflt 
to borrowers." The CommlsBlon further recommended the System "should woilt 
continuously to Amplify and streamline the process ot lending" and "It must be 
able to respond promptly to legitimate credit requests." 

CrlH/-i»in: National Farmers Union called for the retentimi of approval by 
the Farm Credit Administration of all loans In excess of $100,000. 

Comment: This proposed amendment Is a restatement of an outdated provision 
In existing law. It is not consistent with the intent of the Congress for "Incteoaed 
borrower participation" In the management and control of the System. Actually, 
S. 1483 w«uld allow more equitable regulations to he devel<^)ed for loan review 
and approval. For example, in 1&70 16.2 percent of dollar viriume received prior 
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approval tn one dletrict, while In anotber it was 76.1 percent The nntaiber ct 
prior approvals ranged Irom 63 In one district to 274 In another. Since the 
$100,000 figure wae established In 1955, land values have increased about 2^ 
times. The average size loan made bj the Federal land banks lias increased by 
approximately the same amonnt. I^ie result Is that a dtsint>portlonate number 
of loans must now receive prior approval — 2081 in flscal 1970. 

Other factors also enter into this situation. Frequently, there is more need 
to review loans of a certain type, rather than of a certain amount, TTiere ina5 
aiao be a greater need to review more loans in one particnlar district. 

■The net effect of the $100,000 prior approval Is increased inrolvNnent by 
Farm Credit Administration In lending activities and additional expense. It la 
necessary now to re-evaluate this prior approval flxed-dollar flgnre and provide 
more equitable, more effective review of a representative cPMS-section of loans 
in lieu of the present arbitrary statutory requirement. 

CrilicUm: The Independent Bankers Association of America and the Mortgage 
Bankers Association of America both talce the poslticm that the banks and as- 
sorfatlons of the Farm Credit System ahould be subject to State nsnry laws. Vari- 
ous insurance companies and the American Bankers Association have also taken 
this position. 

Comment: What tiey want is (or state usury laws to be changed, not for all 
lenders to come under them. They know that the banks and associatione of the 
Farm Credit System obtain the bulk of their loan funds through the sale of 
securities in the Nation's money markets. Many times In the past few years, 
the cost of these securities — the price the banks had to pay for money — was more 
than the state usury limit. 

If the banks had to loan money for less than tiey paid for it, they would soon 
use up their reserves and go out of business. Obviously, they could not do this. 
What would very probably happen Is that during times of high money costs, the 
land l>anks would have to curtail their lending activities in those states where 
money costs exceeded usury rates. It would be the farmer wtio would suffer. 

What those who want the Farm Credit banks and associations subject to usury 
laws hope Is that the lack of credit to farmers would coerce the state legislatures 
to change the laws. However, there is no guarantee that they would. For ex- 
ample, The Federal Land Bank of St. Paul discontinued operations in North 
Dakota for 15 years (1937-1951) because of that state's deficiency Judgment law. 
Farmers should not be used as pawns to change legislation on the state level. 

Banks and insurance companies luve other sources of Income and generally 
lower costs of loan funds than do the Farm Credit banks and flssodations. Unless 
the Government were to subsidize the Farm Credit banhB and assodattons In 
states with usury rates below the actual cost of money during periods 
of high interest rates, the burden of financing farmers would fall directly on 
Government lending pr(^rams at substantial cost to ijie taxpayers. 

It should aU-o be noted that usury limitations are imposed by law to i^evHit 
lenders for profit from taking unfair advantages of borrowers. This public pro- 
tection Is unnecessary in tbe case of the Farm Credit banks and assodatlons. 
All Income in excess of their operating costs and reserve requirements ts returned 
to their borrowers. The Farm Credit banks and assodatlons also calculate inter- 
est rates on the basis of simple Interest In the best interests of their borrowers. 
This is the easiest method to understand and ts in keeping with the traditions 
of the System. Other lenders can and do use other methods of calculating inter- 
est to circumvent usury laws and some take a share of the fanner's gross receipts 
In addition to interest and principal payments. 

Criticism: The Mortgage Bankers Association of America and the Independent 
Bankers Association of America claim that the Federal land banks lack tbe ex- 
pertise necessary to make non-farm rural home loans. 

Comment: Both in terms of experience in the valuation of these types of 
properties and in the analysis of credit and repayment factors of this type of 
applicant, the Federal land banks collectively have perhaps more expertlee than 
any financial institution or groups of financial Institutions in the United States. 

For more than a half-century the land banks have loaned money for farm 
bousing. N'ew authority In this bill is sought for non-farm rural housing. 

In 1969, fully 25 percent of the 38,185 loans made by the land banks were made 
primarily for the purpose of building or improving rural homes and farm facili- 
ties. The banks' long experience In lending to part-time farmers has allowed them 
to develop a sophistication in building costs and design of rural homes. They ' 
have also developed expertise in tbe evaluation of tbe unique market situation 
for these types of properties, often without benefit of zoning and other standard- 
ized features which the urban appraiser can depend on. 



,dhy Google 



468 

The UDportance of business cash flows, wage Bca.les, emidoTment trends, etc. 
hflve long been tecoKoixed and studied by tbe Farm Credit SyatHU in connectiOD 
with their resular and part-time farm lending. The Sfston's experience in deal- 
ing with this combination of farm and non-farm credit Factors Is unique in the 
lending field and can be used readily in making non-farm rural housing loans. 

DriticUm: The Mortgage Bankers Association of America atronglr implied a 
risk to tbe U.S. Treasury if the Federal land banks' loan limitation of 60 percent 
of normal value was removed, if they were authorized to make non-fann rural 
borne loans, if they provided credit-related services, if they financed farm-related 
businesses, and if the first Hen requirement on their loans was removed. 

Comment: Most Important is the fact that the Federal laud banks do not loan 
Government money. Federal Farm IiOan Bonds are not guaranteed by tlie Govern- 
ment. And, the laet of the Federal "seed money" in the land banks was r^taid in 
1947. When the Treasury assisted the banks in the 1930's that as^tance was to 
help hard-pressed farmers in a badly depressed agriculture and provide emer- 
gency funds to liquidate frozen loans held by Insurance companies and commercial 
banks. It should also be noted that the land banks have built up substantial net 
worth that would be a bulwark of strength during any period of adversity. 

I^e lack of Federal involvement not wltba landing, let us examine tbe other 
points raised. 

Dependence on the arbitrary statutory 65 percent loan limitation does not in- 
sure sound lending nor does It elemtnate risk. In fact, such a limitation can be 
a detriment to sound lending through creation of a crutch and through the refusal 
In some cases, of exteuding adequate credit where conditions clearly Justify. And, 
It frequently forces farmers to seek a second trust which increases his credit 
costs and makes management of his credit more dlfflcnlL Proper appraisal of 
security and all credit factors is crucial to extending sound, low risk credit, not 
the 65 percent statutory limitation. 

Rural housing and farm-related business loans will be made on the same sound 
basis as form loans have been made for over halt a century. 

Credit- related services are Just tliat and pose no financial risk whatsoever. 

The land banks will continue to be primarily first mortgage lenders. Wh«n a 
second Hen, long-term lease or other security Is required, it will be as well col- 
lateralized as flrst mortgage security. 

Criticism: The Mortgage Bankers Association of America indicated a dedre to 
place tbe Federal land banks on an equitable competitive t)asla with other lend- 
ing Institutions and charged tliat enactment of 3. I4S3 wonld drive other lenders 
from the farm lending field. 

Comment; The selective evidence used to substantiate these charges always 
falls to mention that the Federal land banks have a mandate from Gongress to 
serve all eligible borrowers in all 50 of the United States and Puerto Blco. They 
are further obligated to serve all types of agriculture at all times and in all 
amounts within their lending limitations. Other lenders do not have these obli- 
gations, can serve selective agriculture, and can do so when profits are favorable. 

Following are responses to several of the arguments usually used: 

Tax Exemption— The income tax question Is largely a moot Issue because the 
Federal land banks have made a commitment to cooperate with the Congress in 
reconsidering their tax status at tbe appropriate time and with the appropriate 
Congressional committees. However, it must be recognized that the income tax 
exemption has been sustained because of the unique reserve requirements and 
other legal restrictions placed upon the land banlcs with which other lenders are 
not burdened. In other words, the land banks have liad to pay a competltlTe price 
for Uielr exemption. It has not been free. 

Government protection — The cliarge of a Governmental shelter tor bond issues 
1b a smokescreen, Tlie charge that the quasi-Governmental sintus ot the land 
banks gives them an advantage in the bond market Is highly questlonable. 
There is no Governmental support or guarantee involved In marketing Federal 
land bank bonds. The fact Is that these bonds sell at rates close to U.S. Treasury 
borrowings is becaase of the excellent reputation they have btdlt up over tlie 
years. The land banks established the so-called "agency market" many yean 
ago. It is Illogical to compare them with later entries Into this martet wltich 
are guaranteed by the Government or which have Government support. 

Usury Rates — The exemption of the land banks from state vsarj taws 
Is frequently used as an excuse by other lenders for withdrawing tempomrllT 
from the farm lending field. The facts and figures do not bear tliig out. Tot 
example, the life insurance companies curtailed their volume of farm morti 
in more areas where the land banks' interest rate did not exceed state n 
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laws tban in areas where It did in the years from 1966-1069. Further proof (d 
this Is the fact that in 1969 a major insurance company Involved In f&nit 

mortgage lending had no loans in 17 states and a token of 5 or fewer loans 
in 5 other states. Of these 22 states, 16 had no usury law or a nsury rate <rf 
9 percent or more. Certainly, these rates were not the reason for the withdrawal 
of the company. 

It is common knowledge that when interest rates Eftarted to rise In the 
midd'e 1980's, the life insurance companies began their withdrawal from tlio 
farm mortgage leading business to make loans in other Hectors at a higher rate 
of return. In the years 1965 through 1969. the total amount of farm mortgage 
loans by insurance companies increased less than Jl billion, wlille non-farm 
mortgage loans Increased more than $11 tri.l!ion. 

Conflicting Arguments— The critics who ask for equitable treatment use 
contradicting arguments to make their case. On the one tiand th^j claim 
the Federal land baulks are driving tbem out of business l>ecaase the; can 
make lower interest rate loans due to their tas exemption. Yet, on the other 
band they complain because the land banks can lend at higher rates tban 
they because the land banks are not subject to usury laws. 

What is Equitable? — Would those who ask for equitable treatment agree 
to allowing the Federal land banks to make selective farm loans, to make 
urban residence loans, to make loans to businesses not related to agriculture, 
to accept deposits, and to conduct other regular banking business? 'Die land 
banks are not asking for these things, but they might well be considered part 
of any truly equitable treatment. 

Criticism: The Mortgage Bankers Association of America cliarged the Federal 
land banks with mismanagement because they "have borrowed short in tlie 
securities markets in order to finance their portfolio of long-term mortgage 
loans." 

Comment: First, it should be recognized that land bank loans do not remain 
on the books as long as one might be led to believe. The average life of a 
land bank loan is 8^ to 9 years. 

It is true that the Federal land banks recently have borrowed by selling 
bonds of shorter maturity than has been the tradition. But this has not been 
due to mismanagement. It has been due to eltorts of the land banks to cope 
with what the Mortgage Bankers Association called "the sharp twisting of 
the interest rate structure during the past five years of inflation." 

Tbe land banks iiave, possibly more than any other single Institution, been 
instrumental in keeping interest rates for farmers within manageable limits. 
The land banks placed a lending celling of 9 percent on their loans to farmers. 
They did not extend debt at historically high interest rates to lock In Ugh 
costs. The pressure to keep lending rates down led to shorter flnandng which 
Is traditionally less expensive. 

Criticism: Representatives of the American Life Commission and the life 
Insurance Association of America oppose the removal of the 65 percent limita- 
tion on Federal land bank loans. They argue : "An adequate margin of security 
is necessary to on going, successful mortgage flnandng." They further state 
that insurance companies have lending limits of 715 percent of value and rec- 
ommend "the maximum 65 percent loan-to-value ratio (or some modest increase 
which wou'd include the stock purchase requirement for borrowers) in the 
interest of sound agricultural credit and consistent with the stated purpose 
of this Act." 

Comment: The traditional 65 percent loan-to-normal- value lending limit re- 
sulted in an average loan of only 53 percent of market value in 1970. This 
does not serve all worthy applicants for loans. 

Removal of the limitation wou'd be a major beneflt to farmers since maximum 
credit could be provided on a longer term. 

The 65 percent limitation does not insure 9oaind lending or eliminate risk. In 
any loan, proper evaluation of security and all ottier credit factors Is crndal 
to extending sound, low risk credit. 

The Commission on Agricultural Credit recommMided "the statutory 65 per- 
cent normal value limitation on land bank loans ahould be removed." Hie Com- 
mission termed it "incon^stent with lending needs of ti)e 70s." Tbe Commis^on 
made it clear that it was not "advocating reckless or irresponsible lending." 
Rather, it su^e^ted "that the Farm Credit System, owned by it* member-bor- 
rowers, should take the lead in developing new criteria for lending with farmers' 
changing needs." In tbe absence of fixed statutory limits, the Farm Credit Ad- 
ministration would retain unquestionable authority to prescribe security and 
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credit requirements in order to prortde nationwide uniformity of credit serrlce 
and prote<;t tbe lategiity of bonds issued. 

Wltli the beckKTound of lending experience which the land banks have, they 
are well-qualifled to QKume further authority in determining sound loans end 

tbelr relationship to the value of the underlrlng security. 

Regulations prescribed by the Farm Credit Administration would require a 
reasonable margin between the loan and the appraised value oC real estate. 

Criticism: The American Life Commission and Ufe Insurance Association of 
America raised several questions regarding the purposes for which the Federal 
land banks may make loans and the eligibility of corporations to which loans 
could be made. 

Comment: The proposed law gives essentially the same auOiorlty In regard 
to purpose of loans to individual farmers, ranchers and other legal entities whose 
business to predominately farming, as does the existing law. 

The addition of "rural residents" and "persons furnishing services to farmers 
and ranchers" as eligible applicants enlarges the loan purpose to the extent nec- 
essary to serve such applicants. Purposes oZ loans to "rural reeidents" will be 
essentially the same as present regulations on loans to their neighboring farmers. 
The purpose of loans to "perscniB fumlahing services to farmers and ranchers" 
will be limited to Che real estate and of the farm related service portions of snch 
business. 

Insofar as individual farmers and ranchers are concerned there would be es- 
sentially no change from the present law which states, "no such loan shall be 
made to any person who is not at the time, or shortly to become, engaged in 
farming operations — ." 

Corporate eligibility in the present law states "no such loan shall be made to a 
corporation unless the principal part of its income is derived from farming opera- 
tions and unless owners of stoek in the corporation assume personal liability for 
the loan to the extent required under rules and regulations of taie f^rm Opdit 
Administration." There is no mention of the requirement quoted by tie critics 
that 75 percent of its owners must assume personal liability. 

The standards of corporate eligibility In the proposed law will be prescribed 
by regulation of the Farm Credit Administration. Under present requirements 
in the law many small, entirely farmer owned, corporations most be ruled 
ineligible because the major part of their income is from the processing of 
agricultural products purchased from local farmers, as Opposed to the income 
from products actually produced in the farming operations of the subject cor- 
poration. The Commission on Agricultural Credit pecommended that sudh cor- 
porations be served by the Farm Credit System when It Stated, "In providing 
farm credit, the Farm Credit System should limit flnancing to individual rarmers 
and other legal entities whose business is predominately farming or whose 
owners would be granted credit if they were individual farmers." 

I^arge open stock corporate organ! zations* whose major business is not pre- 
dominately farming, would not be eligible under FCA regulationB. 

Criticism: The American Life Convention and Life Insurance AssociatlMi of 
America propose to amend Section 1.9 to reinstate the requirement in the present 
law requiring a first mortgage lien in all cases for land bnnk loans. 

Comment: This section was designed to provide sound, long-term credit In 
justlBable circumstances to worthy applicants who cannot now qualify for loans. 
There are today some credit worthy farmers wlio have mortgageable interests, 
other than fee simple title, in real estate which could serve as an adequate col- 
lateral base for the extension of credit by the Federal land banks. Thongh some 
real estate interest would not be sound for consideration in a loan for 40 years, 
umnv could be acceptable on a sound basis for a lesser term within the basic 
authority to make loans from 5 to 40 years. Some of these interests are : 

1. Long term leaseholds. — This is applicable to private or public lands wliere 
there is an economic value accrued to the leaseholder due to favorable lease 
terms. Current law allows consideration of such Interest in Federal and state 
grazing leases to the extent they augment the earnings of a fee-owned ranch 
property. It could be particularly helpful to he able to consider other leasehold 
interest such as state and county school lands and private lands where the 
terms of the lease are long enough and conditions favorable to the leaseh^der. 
Loans, of course, would be made for less than the full term of a lease to avoid 
serious complications at the time of expiration. Much of the agriculture of 
Hawaii is conducted on leaseholds, some of which are for terms of DO yean or 
longer and eligibility of such leases as collateral is significant In the extension 
of credit there. 
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2. Second mortgaget.—Tbeae could be very belpfnl to a Carmer whai as «z- 
iatlag mortgage Is relatively small compared to the real eatate value and heftvjr 
penalty for prepayment of snch mortgage is Involved. 

3. Collateral closely aHgned with real e»tate. — This type property la quite 
often classed as real In one state and personal In another. It is moat often closely 
related to real estate by tradition, even sells with the real estate and is an 
essential Integral part of the real property. Examples are irrigations syBtema, 
and equipment securely attached to and made a part of dairy bams, poultry 
houeee, cattle feeding facilities, etc. 

Farm Credit Administration plans to prescribe rules and regulations which 
will: 

1. Assure that the Federal land banks will continue as primarily flrst mort> 
gage real estate lenders, with other than flrst mortgages on real eatate only 
when circumstances are warranted. Personal property and collateral customarily 
used for operating credit will not normally be used to secure land bank loans. 

2. Limit all loans to the value of the real estate security. 

3. Require reasonable margins between the loans and the appraised value of 
the real estate. 

Criticiim: The Independent Bankers Aasociation of America, tbe American 
Bankers Association, the Mortgage Bankers Association of America, the Ameri- 
can Life Commission, and the Ufe Insurance Association of America all raised 
questions regarding the taxation of the Federal land banks and their reserve 
requirements as compared with those of other lending Institutions. 

Comment: The taxation of the Federal land banks and their related reserve 
requirements should not be an issue in this legislation The Farm Credit System 
has assured Senator Russell B. Long and Congressman Wilbur Mills, chairmen 
of their respective tax-writing committees, and assures this committee, of Its 
willingness to testify when these committees consider tax legislation. 

However, It is appropriate that an exidanatlon of the tax exemption and 
reserve requirements Is rendered since the question was raised. 

From the beginning, both the Federal land banks and Federal land bank 
associations have been exempt from Federal, state and local taxes, except 
for state and local taxes Imposed on real property. 

The obvious purpose of the basic tai exemption was to enable the banks and 
associations to achieve and msntaln the sound financial structure essential 
to their performance as instrumentalities of tbe United States. 

Earnings of tbe banks are derived principally from interest payments on 
their loans. The earnings of the associations are largely dividends received 
from the banks. 

The law requires that one-half of the net earnings of the land banks be set 
aside as a legal reserve. The borrower-stockholders have to claim to these [«niHi- 
nent reserves. These funds are used to build the capital of the banks to enable 
them to operate in perpetuity for the general benefit of the agricultural Industry 
and the national welfare. 

In order to assure continued performance of their statutory responsibility 
the land banks need tbe tax exemption which Congress saw flt to accord them 
over 50 years ago. 

Unlike other lenders, the land banks cannot restrict their lending to chcAce 
geographical areas; they cannot limit thetr loans to the more profltable types 
of agriculture; they cannot select the periods when tbey will make loans; and 
they cannot make loans outside of agricultural and rural areas. Since the Sys- 
tem Is owned by its member-borrowers, any net earnings and subsequent divid- 
ends paid are, In efTect, a return of Interest paid, and represent a reduction In 
the net cost of the credit service rendered. 

Tax exemption or special tax treatment is not unique to the land bonks. 
It has been and is being used In many ways to further pnblic purposes or objec- 
tives. Mutual companies, certain banking systems, insurance companies, and 
many others have or are lieing given tax exemption or special tax treatjnent 

Critidgm: Hie supplement to the presentation of tlie American Life Comis- 
sion and Life Insurance Association of America on S. 1483 states, "Sound busi- 
ness demands a reasonable limit to the commitment of funds to one risk and It is 
felt that such limits should be expressed in tbe law." 

Comment: The present Farm Loan Act has been amended five times relative 
to tbe maximum amount loanable to any one borrower and the limitation was 
completely removed in 1959, The Farm Credit Administration has since carefully 
regulated the amount of loan funds permitted any one borrower. 

Since iS.'iS, when a $200,000 individual loan limitation existed, the average 
investment per farm in the U.S. has increased from $36,476 to $106,498 in 1970. 
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The average life InBtiniiice company farm loan has Increase dfrom $15,380 in 
1956, to $70,302 during the flrafnlne months of 1970. The average size of land 

bank loana closed In 1970, was $32,602. Eighty-two percent of land bank loans 
closed In 1969, went to farms having lesa than $10,000 of net farm Income. 

If the land banks are to continue to serve all farmers at a reasonable cost 
they must be allowed to make some larger loans to affect the costs involved in 
servicing small loans. The records show tbe privilege has not been abused since 
the 1959 change. 

Since the 12 iand banks are Jointly and severally liable on their Isenes of con- 
solidated farm loan bonds, each of the banks are vitally Interested In the risk 
Involved in the loans of the other banks of the System. The Farm Credit Admin- 
istration will continue to maintain regulations prohihitign excessive risks. 

CriHciam: The National Farmers Union opposed the delegation of loan ap- 
proval authority by boards of directors of production credit associations to as- 
sociation personnel. 

Comment: Production credit, associations are primary lenders. Their elected 
boards of directors set administrative and lending policies and employ personnel 
to administer the business and make loans. To properly handle today's volume 
of lending activity, the loan-making function frequently needs to be delegated 
to hired management, but with full accountability to the board of directors. Such 
delegation is subject to Federal intermediate credit bank approval and supervi- 
sion. It is further subject to review and examination by Farm Credit Administra- 
tion credit examiners and auditors. 

Credit policy relating to delegated loan-making authority includes adequate 
and sufficiently frequent reporting to a loan committee of directors to provide 
a constant reading on tbe reliability of management performance in the lending 
function. Whenever weaknesses occur, adjustments are made by reducing or 
modifying delegated authority or removing It entirely iC such action is necessary. 
In extreme cases, failure of management to carry out delegated authority in tbe 
lending field will result In removal of the manager. The boards of directors 
exercise their control over the broad lending functions rather than engage in the 
individual loan decisions. 

This feature embodies the crucial question of separation of board policy por- 
tion and management administrative responsibility. They cannot be intermingled 
without Impairing the quality of service to members. 

Criticism: The National Farmers Union called for the retention of the law of 
15 and 35 percent loan prior approval limits. Tbls refers to provisions in the 
present statute which prohibit loans to any one borrower in excess of 15 percent 
of tbe capital and surplus of any production credit association without prior 
approval from the district Federal Intermediate credit bank or in excess of 35 
percent without prior approval from the Farm Credit Administration. 

Comment: The 15 and 35 percent prior approval limitations operate primarily 
to provide opportunity by the district Federal intermediate credit bank and 
Farm Credit Administration respectively for prior review of production credit 
association loans that are large in relation to capital position of the production 
credit association. They essentially constitute an additional safeguard to avoid 
undue risk because of loan size. 

Subsequent to enactment of these limits, ail banks have adopted mutual loBS 
sharing plans and/or loan participation requirements which largely eliminate 
the need for prior approval because of the risk fa«!tor 

Of greater significance in today s lending operations is the need for a program 
of prior and post review of large loans tailored to provide a r^resentatlve sam- 
pling of loans as needed in relation to the lending capabilities and risk bearing 
capacity of individual associations and banks This is not possible under law 
which ties prior aw'roval strirtly to a capital position relationship. Hie pro- 
posed flexibility is essential to enable adequate supervision without Impalrtug 
credit service to members. 

Critieiim: Tbe American Bankers Association and the Mortgage Bankers Asso- 
ciation of America both questioned the ability of the Federal intermediate credit 
banks and production credit associations to extend credit related services to 
farmers and to make loans to farm related businesses. 

Comment: Production credit associations are staffed with personnel selected 
for their knowledge of farming and their business ability. These capabilities, 
plus training through coordinated programs at association and district levda, 
has proven to be a combination wliich has developed Eome of the best expertise 
In agricultural lending In tbe country. The extent to which other lenders have 
sought and employed PCA credit men attests to this fact 
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l%e Bret requisite in proTidlng flnancial idated MrTlGeB fV a "knowledge «g|i 
□nderstanding of the borrower'B need for Uie setrice, how It will be used iS 
managing bis farmliig business and tbe results it shoold produce Cor Him. In taS 
tending conatmctive eredit to farmers today, the PCA credit man mnat maz^ 
times know nearly as mocli about the borrower's burineM functions ae does tfaa^ 
borrower himaelf. Through thie knowledge, his OT«nU oedlt expertise, and Om 
constant contact with technical people aaClx M accoontants, lawyers and agm 
cultural specialists whose services are neaUe on a reCenal basis, tbe averagB. 
PCA credit man has at bis conunand the best broad background and experieioceL 
available to extend credit and needed flnandal rested weaivietm b> tmaata. 

The Farm Credit Syatem has within Its family trememdona ezperienc* la iwirt 
gage l«idlng (land banks) financing operations (production credit nmodmH/m) 
and financing businesses (banks for cooperatlvea). nte BTitwn to pccvand t» 
draw on the expertise of tbe peraonnel Iram about 1,200 lud bank and pcodoc- 
ti<Hi credit aseociati<His (located nationwide and aenlnc ctot conn^ In Uw 
country through over 2,200 ofSieeB), 12 land banka, 13 totmiiiadlato CEMljt btakl 
and 13 banks for cooperatives la ita financing of fann idated battnammk Tlwte 
is no single concentration of this wide range of credit experttoa readily aTallaUtt 
wherever needed in any other segmrat of tbe taxm tending fteH. 

Production credit associations are now and always tuive been extending cndtt 
on the same kinds of eqnlisnent and facllltlaa (InborrowerB'iiBTmlngopentloiMi) 
as would be used by many of the fann-rriated btuinew for which lending anOiOEtly 
is sought 

Criticigm: The American I^rm Bureaa.Fedaatlon expg caa ed i TaBrra^topa 
about authority included in the leglslatitn for tlie Fann Ondlt banka ^nd aaiv- 
ciations to own and lease, with tbe (^tlon to buy, equiianent needed by IBnne^ 
borrowers. 

Comment: Leasing of equipment or facllitlea increaaea In appeal to lannen as 
their costs of modem equlptiKent increase. As the farmer's need to conserve cask 
grows more Important, leasing becomes a miHe realistic alteinatlTa to cash and 
credit purchases. In the decade of the BO'S came Irrigation. UrtmttKk, turn hand- 
ing and equipment leasing jHlmarlly by mannfactnrers and by ^wda l laed flmuifr- 
Ing organizations. As capital requlremmts for saccessfnl farming moaiA, fameta 
will need to And addltKmal metbods of financial resooice control that reduce pre*- 
sures on their ca^^b flow frran net farm IncMne and depredaUoD. Tifaalng la sodl. 
an alternative with attractive featuiea. 

1S> Ulustrate, FROGBBSSITB PABUDB magarine recently reported, "Dfiixf- 
man X in Mississippi Is leasing some cattle feeding equipment tixat Oonuneoeial 
Credit Equipment Corpovatloa. He admits that after 12 months under lease, li« 
will probably buy the equipment with POA. credit Be took the equipment on a 
lease with the Intention of paying off some of his POA debts within a year's tUJu,- 
clearing the way for flnandniT the feeding equipment on POA credit.'* _■. 

The potential importance of le asli^f to farmera in tiie future also waa illnatnied 
in an article In BIG FABHBE magaalae (Aiwll, 1971) in an article, "How i^9 
Plan to Get a Jump (m the IftSO'a" In vtews eq>rened bj progi n salTe yonng 
flnalists In the Outstanding Young Fannei contest iponscwsd by the U.S. Jayces^ 
John Nakamura of Flrebaui^,- Callfoml^ stated, "I own very little spedallnd . 
equipment. If I need «xtra large eqnliMnent for a epedal Job, 111 leasa,jiMfc 
for that job." 

Arthur F. Bums, Chairman of the Federal Reserve B rd, b ■■ a.' 

speech on May 14, 1970, that under the Bank HoUUnr C xany i w. 
least one bank bo'ding cmnpany has been exempted nde tat ■ 

leasing company operated ees«itlally as a condnlt fui e^vn if u uy 

subsidiary banks to the lessees ni tbe equipment" Ba fort t 

In tbe Judgment of the Federal Beserre, "leasing etpt^im •< b un 
is really a form of secarll? for flnandag" is trMdmaniCb . 

The Federal Farm Credit Board holds fbe view tkat this fn a v.vltal 
should be made available to Caimers Just aa it is ava «i now to 
businesses and industries. It may be a crucial r it fan 

' years ahead, especially for young fanners tr> [ —, 

Under the authorisation for iModuction credit . ^ uh ] 

bank associations to "own and lease or lease wltb uyu . ic ». -. 

be provided in the legislation, mcfa service would be o i 

ciroumstances of direct bencpC to maober-borm«L. . - _ ._ 

arrangements would leqnlre Sttlor approval by the 

CriticUm: The American Fann Bnnan call 
credit-related services whldi eooM be ezl 
banm and production credit aasodktionB. 
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Comment; There will be inibstantlBl control over tbe estensloii of such serrlceB 
bj the Farm Credit AdmlniBtratlon. FCA will exercise repilatory and supervisory 
authority by prescribing rules and regulfttlone for implementing and controlling 
flnanclally related services. 

Aoy Buch services will be oa an optional baaia for members and all nsers will 
be fally informed as to individual costs. 

There will also be several teats to determine the feasibility of such servicea. 

1. They must be functionally related to the financial well being of the members 
and therefore an Influence in the extension of sound credit. 

2. They must maintain or improve the competitive balance reenltinK In net 
public benefits. 

3. They will be based on factual information as to the need for the service In 
the local or regional area. 

4. The bank or association must be capable of performing tiie service. 

5. The service will have an equitable cost recovery, though profit shall not 
be a primary motive. From a supervisory standpoint, however, a service program 
requiring tangible subsidatlon would not be in the best interests of all members. 
FCA would apply a reasonable standard In this area. 

6. The efTect on the total operation of associations or banks would be 
careful 'y considered. 

Criticism: The question was raised as to why the banks for cooperatives 
wanted to raise the ratio of their debentures to net worth from the preamt 
8 to 1 to 20 to 1. 

Comment: The raising of the ratio of debentures to net worth from 8 to 1 to 
20 to 1 would make the banks for cooperatives consistent with the other s^menta 
of the Farm Credit System. 

More important, the present ratio of only S to 1 poses a serious capltallzatioti 
problem. If not adjusted, normal growth in volume could cause It to be exceeded 
within the year. Loan volume is conservatively estimated to triple in tills decade. 

Crtticiam: The American Farm Bureau Federation recommends that, "the bill 
be amended to provide for the direct election of one member of the Board (Federal 
Farm Credit Board) from each of the Farm Credit Districts with an additional 
member elected at large." 

Comment: The existing statutory requirement that the President of the United 
States consider stockholder nominees before making bis appointments to the 
Federal Farm Credit Board Is not only unique but is the most desirable procedure 
possible for the member-borrowers of the Farm Credit System. Since Inceptlou »rf 
the Board in 1953. ail appointments by Presidents Elsenhower, Kennedy, Johnson 
and Nixon have been from nominees by tie three styx:kholder groups. 

A direct stockholder election of Federal Farm Credit Board members without 
Presidential appointment and Senate confirmation would remove all Federal 
elements from the supervisory functions of the Farm Credit Administration, 
thereby obviating the rea^ion for Its existence. In any national financial system of 
tills magnitude, Federal supervision is essential in the public interest. 

Further, It has long been established that the President cannot be denied his 
constitutional prerogative of appointing otBcIals In the executive branch of the 
Government. These suggestions were explored and rejected by Congress in con- 
nection with the 1953 Act. 

Hon. Oeoboe S. McGovebn, 

Chairman, Subcommittee on Agricultvral Credit and Rural Electrification, Senate 
Committee on Agriculture and Forestry, United States Senate, Waihinffton, 
D.C. 

Dbab Sbwator McGoverpj : We, the undersigned, are members of the boards of 
directors of the Farm Credit Banks of 10 at the 12 Farm Credit districts. On 
May 20 we attended, as representatives of our respective boards, the hearings 
before your subcommittee on S. 1483. Farm Credit Act of 1971. One witness who 
testified on that date was Golden F. Fine, a member of the Farm Credit Board 
of Berkeley, Mr, Fine, who appeared In opposition to certain provisions of the 
bill, made several statements that were either Inaccurate or misleading. For tbe 
purpose of correcting the record, we respectfully request that this letter be in- 
serted In the report of tbe hearings. 

The following are points from Mr. Fine's written statement, and our comments; 

MR. FINE : The actual drafting of the legislation was done In the Farm Credit 
Administration headquarters in Washington. To my knowledge, no district board, 
production credit aasociatlon. or land bank association, or user of the Bank for 
Cooperatives was even consulted. 
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COMMENT : Although the Initial drafting of the legldation was done In Waidi- 
ington, it conformed to tlie expressed intent of district boards and was prapaKd 
with, the assistance and collaboration ot sis attorneys fr<xn Farm Credit banlra. 
The third draft of the bill was submitted to the district boards during ttie tldrd 
week of January for their review and comments. On January 27-28 the Farm 
Credit System legislative steering committees, comprised of a member ot each 
district board and the board i^ the Central Bank for Cooperatives, and a bank 
president from each district, met to consider suggested changes submitted by tlie 
respective boards. Following this meeting, at which Paul I. Enns, member of tlie 
Berkeley board, and George M. Anderson, president of the Federal Intermediate 
Credit Bank of Berlteiey, were present, draft No, 4 of tlie bill was prepared. Tills 
final di>aft, which is tlie same as S. 1483, was then approved by the Federal Farm 
Credit Board on February 4, and submitted for clearance to the Office ot Manage- 
ment and Budget on February 8. 

MR. FINE: Not a single meeting was held In any of the twelve (12) Farm 
Credit districts. How can yon expect to get the grassroots viewpoints unless the 
problem ia taken to the field where district meetings could be held so that 
there might be an exchange of vlew{M^ts, questions asked, and deletions and 
additions made to the proposed legislation. 

COMMENT : This statement is incorrect Be^ning in August 1970. an oidnlon 
survey of the Farm Credit System was made concerning recommendations of the 
Commisaion on Agricultural Credit. The purpose was to determine grassroots 
support or rejection of those recommendatlona 0* the Commission that would re- 
quire enabling legislation. Through use of a questionnaire, opinions were obtained 
from 4,928 directors and managers of Federal land bank associations and produc- 
tion credit associations and managers and presidents of borrowing cooperatives 
in all Farm Credit districts except the Eleventh (Berkeley) District. The 
Berkeley board refused to authorize the circuiaitlon of the questionnaire in Its 
district. 

Following the results of the survey, in which strong support was shown for all 
major provisions now in S. 1483, eacJt of the districts has held meetings with 
association directors and managers to keep them currently informed on the pro- 
posed legislation and to solicit their suggestions. From Mr. Fine's stateouent, it 
is apparent that the Berkeley district did not follow tJiis procedure, but this is 
the wily exception. 

MR. FINE (referring to meetings held in Washington for the purpose o( re- 
viewing the draft bill) : The meetings held in Wa^ington were attended by only 
a handful of the directors In the System. For example, only eleven (11) Federal 
land bank association men represented the Naticmal AdTlaory Committee and 
the same thing applied to the production credit associations' Kational Advisory 
Committee. Only twelve (12) Farm Credit district board meml)era were involved. 
This is a total of thirty-four (34) farmer-members who supposedly represented 
the grassroots viewpoint of the approximately nine hundred thousand (900,000) 
users of our Farm Credit System, 

■COMMENT : This statement is patently unfair and misleading. What Mr. Fine 
did not state was that the 12 Farm Credit district board members were selected 
by their fellow directors to present the position of their respective boards follow- 
ing a thorough review of the draft bill. Similarly, the associatlM men on the 
national advisory committees were selected by and represented the sentiments 
of all association directors in their respective districts. 

Mr. FINE: Since Farm Credit Administration is in the Executive Branch of 
the Government, some definite controls might be placed on the Farm Credit Ad- 
ministration budget by Office of Management and Budget, Farm Credit Admin- 
istration has an open end line of credit with no budgetary controls which Is 
quite unusual. 

COMMENT ; We are informed by officials of Farm Credit Administration that 
all administrative funds for that agency are obtained by assessmraits to banks 
and associations ot the Farm Credit System and all such funds are subject to 
(1) budgetary review and approvalby the Office of Management and Budget prior 
to submission to the Congress, (2) hearings before the House and Senate appi-o- 
prlatlon committees prior to congressional authorization for their expenditure, 
and (3) quarterly apportionment and control by the Office of Management and 
Budget. This has been the procedure governing the expenditure of Its adminis- 
trative funds since Farm Credit Administration came into being in 1933, and 
it continues to be the governing procedure today. 

Mr. Fine commented in his oral testimony on the need for enahUng legislatlm 
that would authorize the estebliidiment of a committee of 12 directors, tbe pnr- 
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poae of wbfch wonld be to meet and consult wltb the Federal Faim CredH Board 
for better commnnlcatlon to and from that Boanl and tbe districts. 

We belieTe tliat tbe right of dlrectota to meet togetlier on a oattonal level Is 
Implicit In the present law and In the proposed legislation. At the present time 
there is In existence a directors policy coordinating commttee with a purpose 
identical to that proposed by Mr, Fine. This committee bas'lS members, a repre- 
sentative selected by each of the 12 district boarde and one selected by the board 
of the Central Bank for Cooperatives, T*e committee organizes and elects its own 
ofilcera, bas the fnll responsibility for developing Its own agenda, and prescribes 
Its own rules and procedures. Under these rules, it meets at^least twice annually 
with the Federal Farm Credit Board. Special meetings of the committee are sub- 
ject to the call of its chairman or at the written request of four districts. 

In bla oral testimony, Mr. Fine also commented that the National Federatlm of 
Federal Land Bank Associations, which supports the bill, has repreeentatl<« 
from only four or five districts and has no representation at all frMn otber 
districts. 

The 2eth annual meeting of tbe National Federation of Federal Land Bank 
Associations was held in St. Louis, Missouri, January 28-29, 1971. Representa- 
tives from local associations In eight of the 12 Farm Credit districts were In 
attendance. This year the meeting concentrated largely on the proposals that are 
incorporated in 8. 1483. In addition to the annual meeting, there is a publication 
of the organization that goes to all Federal land bank associatlonB in the country. 
Tbls paper Is a communicatloa channel for airing current issues affecting the 
associations. 

Sincerely, 

Lawrence L. BatinkoS, Farm Credit Board at Springfield; Paul Nay, 
Farm Credit Board of Baltimore; J. Edward King, Farm Credit 
Board of Columbia ; Laban P. Jackson, Farm Credit Board of 
Louisville; George E. Hoffpaair, Farm Credit Board of New 
Orleans; C. U. Fore, Farm Credit Board of St. Louis; C. Craig 
Beane, Farm Credit Board of SL Paul ; Kennetb R. Lynk, Farm 
Credit Board of Omaha ; James R. Jslelb, Farm Credit Board of 
Wichita; Mark E. Moorman, Farm Credit Board of Spokane. 
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